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Re: Joint Application of Rocky Mountain Internet, Inc., Rocky Mountain Broadband,
Inc., and Communication Network Services, L.L.C. for Approval Nunc Pro Tunc of

Asset urchase and Approval of Assignment of Certificate and Customer Bas

Dear Mr. Waddell:

On behalf of Rocky Mountain Internet, Inc.,, Rocky Mountain Broadband, Inc., and
Communications Network Services, L.L.C. (collectively "Joint Applicants"), please find enclosed
an original and thirteen (13) copies of the Joint Applicants’ Application for Approval Nunc Pro Tunc
of an Asset Purchase and Assignment of Certificate and Customer Base. Also enclosed is a check
payable to the Tennessee Regulatory Authority in the amount of $50.00 to cover the filing fee.

Please date stamp the enclosed extra copy of this filing and return it in the self-addressed,
postage-prepaid envelope provided. Should any question arise concerning this matter, please contact
Ron Del Sesto (at 202/424-6923).

Respectfully submitted,

Katlewie A Rofph_

Katherine A. Rolph
Lori Anne Dolqueist

Counsel for Rocky Mountain Internet, Inc.
Enclosure

cc:  Becky Watson
Ron Del Sesto
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BEFORE THE
TENNESSEE REGULATORY AUTHORITY

Joint Application of Rocky Mountain
Internet, Inc., Rocky Mountain

Broadband, Inc., and Communication
Network Services, L.L.C. for Approval

Nunc Pro Tunc of an Asset Purchase

and Approval of an Assignment of Certificate
and Customer Base

Docket No.@ ?)Q 7

Joint Application

Rocky Mountain Internet, Inc. (“RMI”),! Rocky Mountain Broadband, Inc. (“RMB”) and
Communication Network Services, L.L.C. (“CNS”) (collectively “Applicants™), by its undersigned
counsel and pursuant to Section 65-4-113 of the Tennessee Code Annotated, hereby request approval
nunc pro tunc of a transaction whereby RMI purchased all of the assets of CNS. In addition, RMI
seeks Regulatory Authority (“Authority™) approval to assign CNS’ certificate to provide
telecommunications services and its Tennessee customer base to RMTI’s wholly-owned subsidiary,
RMB. CNS possesses authority from the Authority to provide operator services and resold
telecommunications services for state-wide service in Tennessee.

As described in greater detail below, the transaction involved the purchase of all of CNS’
assets by RMI. RMI intends to consolidate its operations in its wholly-owned subsidiary, RMB.
Accordingly, RMI requests Authority approval to transfer CNS’ certificate to provide operator

services, resold telecommunications services telecommunications services and its customer base to

RMB.

! RMI is in the process of changing its name to RMLNET, subject to shareholder

approval.




Applicants respectfully request expedited treatment of this Application. In support of their
request, Applicants respectfully provide the following information:
1. The Parties

a. Communication Network Services, L.L.C.

CNS is an Alabama limited liability company with principal offices located at 2900 Waverly
Parkway, Opelika, Alabama 36803. CNS is a telecommunications carrier serving commercial and
residential customers in a number of states. CNS is a nondominant carrier that is authorized to
provide resold telecommunications services in numerous states by virtue of certification, registration
or tariff requirements, or on a deregulated basis. CNS is authorized to offer operator services and
resold telecommunications services in Tennessee,” and is also authorized by the Federal
Communications Authority to offer domestic interstate and international telecommunications
services as a non-dominant carrier nationwide. Further information concerning CNS’ corporate,
technical, managerial, and financial qualifications to provide telecommunications services was filed
with CNS’ application for certification in Case Number 97-00015, and is incorporated herein by
reference.

b. Rocky Mountain Internet, Inc. and Rocky Mountain Broadband, Inc.

RMI is a Delaware corporation with principal offices located at 999 18th Street, Suite 2201,
North Tower, Denver, Colorado 80202. RMT’s wholly owned subsidiary, RMB, is a Colorado
corporation located at the same address. RMI is a national provider of dial-up and switched network

access to the Internet. RMB provides competitive local exchange and interexchange

2 CNS is authorized to provide operator services and resold telecommunications

services in Tennesse by Order in Case No. 97-0001S5, issued April 17, 1997.
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telecommunications service in Colorado. RMB is also authorized to provide local exchange and
interexchange service in California, Nevada and West Virginia, and is in the process of obtaining
such authority in additional states, including Arizona, Illinois, Kansas, Missouri, Oregon, and Texas.
RMI and its wholly-owned subsidiary, RMB, an experienced and duly certificated
telecommunications carrier, have sufficient managerial, technical, and financial qualifications to
acquire the assets of CNS, to assign CNS’ certificate to RMB, and to ensure the uninterrupted
provision of telecommunications services. Copies of RMB’s articles of incorporation and a copy
of its certificate of authority to transact business in Tennessee are attached hereto as Exhibit A,
Further information regarding RMI and RMB’s managerial qualifications is attached hereto as
Exhibit B. A copy of RMI’s 1998 annual report on SEC Form 10-K is attached as Exhibit C.
c. Designated Contacts
The designated contacts for questions concerning this Joint Application are:
Katherine A. Rolph
Lori Anne Dolqueist
Swidler Berlin Shereff Friedman, LLP
3000 K Street, N.-W., Suite 300
Washington, D.C. 20007
202/424-7500 (Tel)
202/424-7645 (Fax)
For CNS:
Jerry Teel
Communication Network Services, L.L.C.

2900 Waverly Parkway
Opelika, AL 36803






For RMI and RMB:
Becky Watson
Rocky Mountain Broadband, Inc.
999 18th Street, Suite 2201
North Tower
Denver, Colorado 80202

L REQUEST FOR AUTHORITY, NUNC PRO TUNC, FOR CNS TO TRANSFER ALL
OF ITS ASSETS TO RMI

CNS received its Certificate of Convenience and Necessity from this Authority on April 15,
1997. CNS and RMI determined that they could realize significant economic and marketing
efficiencies through RMI’s acquisition of CNS’ assets. Accordingly, on February 5, 1999, RMI and
CNS executed an Asset Purchase Agreement (“Agreement”) under which RMI purchased all of
CNS’ assets.

Due to events beyond the control of CNS, as well as management decisions which adversely
impacted CNS, the acquisition was required to be completed on an expedited basis. In addition,
because of CNS’ precarious financial condition prior to the acquisition, any delay of the acquisition
would have created a significant possibility of interruption in services to CNS’ customers.
Accordingly, RMI requests approval nunc pro tunc, for the asset transfer described above.

Although the Agreement resulted in a transfer of all of CNS’ assets to RMI, the Agreement
did not involve a change in the manner in which CNS’ customers will receive their
telecommunications services and will be completely transparent to customers. Specifically, CNS
will continue to provide the high quality, affordable operator services and resold telecommunications
services to its Tennessee customers in the interim until CNS’ customer base is transferred to RMB.

Moreover, CNS will continue to be led by a team of well-qualified telecommunications managers,



comprised, in large part, of existing RMI and RMB personnel. As aresult, the Agreement will not
adversely impact service to CNS’ customers. Indeed, the Agreement will be virtually transparent
to CNS’ customers in terms of the rates, terms and conditions of services those consumers receive.
IL REQUEST FOR AUTHORITY TO ASSIGN CNS’ CERTIFICATE TO RMB

For management and efficiency reasons, RMI wishes to consolidate its telecommunications
operations in its wholly-owned subsidiary, RMB. Accordingly, RMIrespectfully requests authority
to assign CNS’ certificate and customer base to RMB, which would result in RMB being certificated
to provide telecommunications service in Tennessee. As with the transfer of assets, the assignment
of certificate and customer base will not change the manner in which service is provided to
customers, nor will it change the rates, terms or conditions of service. As such, this assignment will
neither disrupt service nor cause inconvenience or confusion to CNS’ customers. Further, all of
CNS’ customers will be notified of the change in service provider. Upon approval of the
assignment, RMB will file new tariffs in order to reflect the change in service provider.
III. PUBLIC INTEREST CONSIDERATIONS

Telecommunications customers and the general public will realize significant benefits from
RMTI’s acquisition of the assets of CNS and the assignment of certificate and customer base to RMB.
The proposed transaction will serve the public interest because, combined, the financial assets and
telecommunications experience of the companies will accelerate competition by enhancing RMB’s
ability to compete against established carriers. Approving the Agreement will serve the public
interest by promoting competition among providers of operator services and resold
telecommunications services by combining the financial resources and the complementary
managerial skills and experience of RMB and CNS in providing telecommunications services to the

5



public. By creating a more effective and multi-faceted telecommunications carrier, the proposed
transaction will significantly enhance competitive choice for U.S. telecommunications customers,
including customers in Tennessee. Therefore, the public interest is served by the Agreement.
IV.  Conclusion

For the reasons stated herein, Applicants respectfully request that the Authority authorize the
transfer of assets described herein on a nunc pro tunc basis and authorize the transfer of CNS’

certificate and customer base to RMI’s wholly-owed subsidiary, RMB.

Respectfully submitted,

Katherine A. Rolph

Lori Anne Dolqueist

SWIDLER BERLIN SHEREFF FRIEDMAN, LLP
3000 K Street, N.W., Suite 300

Washington, D.C. 20007

202/424-7500 (Tel)

202/424-7645 (Fax)

Their Counsel

Dated: April 29, 1999

280349.1



LIST OF EXHIBITS

Exhibit A Rocky Mountain Broadband, Inc.’s Articles of Incorporation and
Certificate of Authority to Transact Business in Tennessee

Exhibit B Rocky Mountain Broadband, Inc.’s Managerial Qualifications
Exhibit C Rocky Mountain Internet, Inc.’s 1998 Annual Report on SEC Form
10-K

Verification



Exhibit A

Rocky Mountain Broadband, Inc.’s
Articles of Incorporation and
Certificate of Authority to Transact Business



Secretary of State

Corporations Section DATE: 03/08/99
o . REQUEST NUMBER: 3641-0171
James K. Polk Building, Suite 1800 TELEPHONE CONTACT: (615) 741-2236
Nashville, Tennessee 37243-0306 FILE DATE/TIME: 03/08/99 1055

EFFECTIVE DATE/TIME: 03/08/99 1055
CONTROL NUMBER: 0367103

TO:

ROCKY MTN BROADBAND INC
1009 18TH ST

# 3000

DENVER, CO 80202

RE:

ROCKY MOUNTAIN BROADBAND, INC.

APPLICATION FOR CERTIFICATE OF AUTHORITY -
FOR PROFIT

WELCOME TO THE STATE OF TENNESSEE. THE ATTACHED CERTIFICATE OF
AUTHORITY HAS BEEN FILED WITH AN EFFECTIVE DATE AS INDICATED ABOVE.

A CORPORATION ANNUAL REPORT MUST BE FILED WITH THE SECRETARY OF STATE

ON OR BEFORE THE FIRST DATE OF THE FOURTH MONTH FOLLOWING THE CLOSE OF THE
CORPORATION'S FISCAL YEAR. PLEASE PROVIDE THIS OFFICE WITH WRITTEN
NOTIFICATION OF THE CORPORATION'S FISCAL YEAR. THIS OFFICE WILL MAIL THE
REPORT DURING THE LAST MONTH OF SAID FISCAL YEAR TO THE CORPORATION AT THE
ADDRESS OF ITS PRINCIPAL OFFICE OR TO A MAILING ADDRESS PROVIDED TO THIS
OFFICE IN WRITING. FAILURE 170 FILE THIS REPORT OR TO MAINTAIN A REGISTERED
AGENT AND OFFICE WILL SUBJECT THE CORPORATION TO ADMINISTRATIVE REVOCATION
OF 1ITS CERTIFICATE OF AUTHORITY.

WHEN CORRESPONDING WITH THIS OFFICE OR SUBMITTING DOCUMENTS FOR
FILING, PLEASE REFER TO THE CORPORATION CONTROL NUMBER GIVEN ABOVE.

FOR: APPLICATION FOR CERTIFICATE OF AUTHORITY - ON DATE: 03/08/99

FOR PROFIT

FEES

FROM: RECEIVED: $600.00 $50.00
C T CORPORATION SYSTEM (1025 VERMONT AVE
1025 VERMONT AVE NW TOTAL PAYMENT RECEIVED: $600.00
SUITE 400
WASHINGTON, DC 20005-0000 RECEIPT NUMBER: 00002447860

ACCOUNT NUMBER: 00070922

e Lo

RILEY C. DARNELL
SECRETARY OF STATE




APPLICATION FOR CERTIFICATE OF AUTHORITY FOR

= A
!1‘_4 XLED Rocky Mountain Broadband, Inc.

To the Secretary of State of the State of Tennessee:

Pursuant to the provisions of Section 48-25-103 of the Tennessee Business Corporation Act, the undersigned cor-

poration hereby applies for a certificate of authority to transact business in the State of Tennessee, and for that pur-
pose sets forth: ’

1. The name of the corporation is Rocky Mountain Broadband, Inc.

If different, the name under which the certificate of authority is to be obtained is

INOTE: The Secretary of State of the State of Tennessee may not issue a certificate of authority to a foreign corp'ora-
tion for profit if its name does not comply with the requirements of Section 48-14-101 of the Tennessee Business Cor-

poration Act. If obtaining a certificate of authority under an assumed corporate name, an application must be filed
pursuant to Section 48-14-101(d).]

2. The state or country under whose law it is incorporated is Colorado

3. The date of its incorporation is_March 4, 1998 {must be month, day, and year), and the period
of duration, if other than perpetual, is

4. The complete street address (including zip code) of its principal office is

1099 18th Street, #3000, Denver, Colorado 80202
Street City State/Country Zip Code

5. The complete street address (including the county and the zip code) of its registered office in this state is
gégog T Corporation System, 530 Gay Street, Knoxville, Tennessee, County of Knox

Street City/State County Zip Code
The name of its registered agent at that office is

C T Corporation System

6. The names and complete business addresses (including zip code) of its current officers are: (Attach separate sheet
if necessary.)

See attached ligt of officers

7. The names and complete business addresses (including zip code) of its current board of directors are: (Attach
separate sheet if necessary.)

See attached liatr of directrors

8. The corporation is a corporation for profit.

9. If the document is not to be effective upon filing by the Secretary of State, the delayed effective date/time is

N/A 19 (date), (time).
INOTE: A delayed effective date shall not be later than the 90th day after the date this document is filed by the Secretary
of State.]

INOTE: This application must be accompanied by a certificate of existence (or a document of similar import) duly
authenticated by the Secretary of State or other official having custody of corporate records in the state or country

under whose law it is incorporated. The certificate shall not bear a date of more than two {2) months prior to the date
the application is filed in this state.}

n-22-99 Rocky Mountain Broadband, Inc.

Signature Date (I\Smje of Corporation
‘i m ’ i y ’ /‘r ST~
President Q;/ U.;/QZ; /{l éigi‘._ AR
/
1

Signer's Capacity gnatn’r}:
(%

Douglas H. Hanson
Name (typed or printed)




Office

President, CEO and Chairman
of the Board of Directors

Executive Vice President,
CFO, Secretary and Treasurer
Director

Director

Director

Director

Rocky Mouniain Broadband, Inc.

Officers and Directors

Name

Douglas H. Hanson

Peter J. Kushar

D.D. Hock

Robert W. Grabowski

Lewis H. Silverberg

Mary Beth Vitale

Address

1099 18th Street, #3000
Denver, CO 80202

1099 18th Street, #3000
Denver, CO 80202

1099 18th Street, #3000
Denver, CO 80202

1099 18th Street, #3000
Denver, CO 80202

1099 18th Street, #3000
Denver, CO 80202

1099 18th Street, #3000
Denver, CO 80202



Exhibit B

Rocky Mountain Broadband, Inc.’s Managerial Qualifications



Biographies of Kev Personnel of Rocky Mountain Broadband, Inc.

DOUGLAS H. HANSON
Douglas H. Hanson is the Chairman of the Board of Directors of Rocky Mountain
Broadband, Inc. (“RMB”). He has held the same position with RMB’s parent company, Rocky
Mountain Internet, Inc. (“RMI”) since October 1, 1997. Prior to joining RMI, Mr. Hanson was the

President of Qwest Communications, Inc., a Denver-based telecommunications company.

PETER J. KUSHAR

Peter J. Kushar, RMB’s Treasurer, joined RMB in April 1998. From June 1997 to April
1998 he operated his own consulting practice adv{sing customers in specialized economic and
telecommunication requirements such as CLEC network economics and operation. Prior to
consulting, Mr. Kushar spent 14 years with U S West Communications (Executive Director-Carrier
Division from 1993 to 1997; Executive Director-Network Operations from 1991 to 1993; Chief
Financial Officer-Federal Services from 1988 to 1991; Manager, Director and Chief Financial
Officer for U S West Information Systems from 1983 to 1988). Prior to U S West, Mr Kushar was
a system planner, market analyst and account executive for Southern New England Telephone from
1979 to 1983. Mr. Kushar received his Bachelor of Science Degree in 1977 and Master of Business

Administration in 1979 from the University of Montana.



KEVIN R. LOUD

Kevin R. Loud is President of RMB. He joined RMI in July of 1995. Mr. Loud served as
Vice President of Marketing for SP Telecom, a national long distance company, from 1994 until he
joined RMI in 1995. Between 1992 and 1994 he formed and operated Loud and Associates. While
at Loud and Associates, he consulted with regional and national communication organizations on
market development and operation efficiencies, including a year-long project for Automated
Communications, Inc. From 1984 until 1992, he held positions ranging form Director of Finance,
Vice President of Operations and Carrier Sales, Vice President Sales and President with Houston
Network, Inc. Mr. Loud holds a Master of Business Administration degree from William and Mary

and a Bachelor of Arts in Economics from UCLA.

CHRISTOPHER J. MELCHER

Christopher J. Melcher is Secretary and Director of RMB and is General Counsel and Vice
President for Legal Affairs of RMB’s parent company, RMI. Prior to joining RMB, Mr. Melcher
gained substantial experience working with Fortune 500 companies in the telecommunications and
energy industries, in regulatory proceedings and complex Federal and State proceedings and
commercial litigation. Mr. Melcher was Assistant General Couns-el at KN Energy, Inc. in
Lakewood, Colorado, the nation’s fourth largest natural gas provider. Previously, Mr. Melcher also
served as Senior Regulatory Counsel for Edison International, Inc. in Rosemead California. Mr.

Melcher received his juris doctor degree from Yale Law School, and received his bachelor’s degree

from Carleton College.



MARY BETH VITALE
Mary Beth Vitale has been named a director of RMB and has been a director of RMI since
January 10, 1998. Prior to joining RMI, she had held executive positions with both AT&T
Corporation and with US WEST Communications, Inc. She holds a Bachelor of Arts degree from
Hillsdale College, a Master of Science degree from the University of Colorado, and an Advanced

Management degree from the Wharton School of Business.



Exhibit C

Rocky Mountain Internet, Inc.’s 1998 Annual Report on SEC Form 10-K



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 1998
: OR .
O TRANSITION REPCRT PURSUAMT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1534 .
For the transition period from &

COMMISSION FILE NUMBER: 001-12063

ROCKY MOUNTAIN INTERNET, INC.

(Exact name of registrant as specified in its charter)

Delaware 84-1322326
(State or other jurisdiction of incorporation or (LR.S. Employer Identification No.)
organization)
999 18th Street, Suite 2201, Denver, Colorado 80202

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: 303-672-0700

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of exchange on which registered
None. None.

Securities registered pursuant to section 12(g) of the Act:

Common Stock, par value $.001 per share
Warrants to purchase common stock
Units, consisting of one share of common stock and one warrant
(Title of Class)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13
or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period
that the registrant was required to file such reports), and (2) has been subject to such filing requirements for
the past 90 days. Yes No (O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K
(Section 219.405 of this chapter) is not contained herein, and will not be contained, to the best of registrant’s
knowledge, in definitive proxy or information statements incorporated by reference in Part I1I of this Form
10-K or any amendment to this Form 10-K. O

The aggregate market value of the voting stock held by non-affiliates of the registrant on March 23,
1998, based upon the closing price of the Common Stock on the Nasdaq National Market, was approximately
$103,057,763.

The number of outstanding shares of the registrant’s Common Stock as of March 29, 1998, was
approximately 9,962,154 shares.




DOCUMENTS INCORPORATED BY REFERENCE

-

Portions of the registrant’s preliminary proxy statement, which will be issued to stockholders in
conjunction with the 1999 Annual Meeting of Stockholders, are incorporated by reference in Part i1

CAUTIONARY NOTE ABOUT FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K and the information incorporated by reference may include
“forward-looking statements” within the meaning of Section 27A of the Securities Act and Section 21E
of the Exchange Act. In particular, we direct your attention to Item 1. Business, Item 2. Properties,
Item 3. Legal Proceedings, Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operation, Item 7A. Quantitiative and Qualitative Disclosures About Market Risk, and Item
8. Financial Statements and Supplementary Data. We intend the forward-looking statements to be
covered by the safe harbor provisions for forward-looking statements in these sections. All statements
regarding our expected financial position and operating results, our business strategy, our financing
plans and the outcome of any contingencies are forward-looking statements. These statements can
sometimes be identified by our use of forward-looking words such as “may,” “believe,” “plan,” “will,”
“anticipate,” “estimate,” “expect,” “intend” and other phrases of similar meaning. Known and
unknown risks, uncertainties and other factors could cause the actual results to differ materially from
those contemplated by the statements. The forward-looking information is based on various factors and
was derived using numerous assumptions.

Although we believe that our expectations that are expressed in these forward-looking statements
are reasonable, we cannot promise that our expectations will turn out to be correct. Our actual results
could be materially different from our expectations, including the following:

+ we may lose subscribers or fail to grow our subscriber base;

« we may not successfully mtegrate new subscribers or assets obtained through acquisitions;
* we may fail to compete with existing and new competitors;

o we may not be able to sustain our current growth;

« we may not adequately respond to technological developments impacting the Internet;

« we may fail to identify and correct a significant Year 2000 compliance problem and experience a
major system failure;

+ we may fail to settle outstanding litigation; and
+ we may not be able to find needed financing.

This list is intended to identify some of the principal factors that could cause actual results to differ
materially from those described in the forward-looking statements included elsewhere in this report.
These factors are not intended to represent a complete list of all risks and uncertainties inherent in our
business, and should be read in conjunction with the more detailed cautionary statements included in
this Annual Report on Form 10-K under the caption “Item 1. Business—Risk Factors,” our other
Securities and Exchange Commission filings and our press releases.



PART I
ITEM 1. DESCRIPTION OF BUSINESS
Profile of Rocky Mountain Internet and Recent Acquisitions

We started our business in 1993 and began offering Internet access services in 1994, Over the past
year, we have grown from a regional Internet service provider (“ISP”) into a premier nationwide
E-Business, Web Solutions, and communication services provider. We serve small- to medium sized
business enterprises, as well as dial-up residential customers. We monitor and control our network
through our Network Operations Center in Denver, Colorado. Through our nationwide network of
owned and leased dial-up access sites, or “POPs” (points of presence), subscribers are able to access
the Internet in 90 of the largest 100 metropolitan statistica! 2reas in the United States via a local
telephone call: Our current subscriber base has grown to more than 1,300 business customers and over

35,500 dial-up customers. In 1998, we also began to offer our customers access to value-added Web
services, including:

« Web site hosting, production, marketing and training;

« a Web Portal constructed to provide multiple services, including an online search engine with a
large reference database, an audio feed, a stock quote service, and additional content; and

« several E-Commerce products and services.

We have accomplished our growth, in part, through eight acquisitions since Juhe of 1998. The
following table summarizes our acquisitions.

Date of
Acquisition Name of Acquired Company Nature of Business

February 1999  Dave’s World Internet Access, Web Hosting and
Design, and E-commerce

February 1999  Communication Network Services Long-Distance and Telemarketing

December 1998 DataXchange Internet Backbone Network

November 1998 InternetNow Internet Service Provider

November 1998 Unicom Communications Internet Access/Web Hosting

November 1998 Stonehenge Internet Communications Internet Service Provider

July 1998 Application Methods Developer of Software and E-Commerce
Products

June 1998 Infohiway Portal with Online Search Engine

Our executive offices are located at 999 Eighteenth Street, North Tower, Suite 2201, Denver,
Colorado 80202 and our telephone number at that address is (303) 672-0700. We also rmaintain an
Internet site on the World Wide Web at www.rmi.net. Information contained on our Web site is not,
and should not be deemed to be, a part of this Annual Report on Form 10-K.

Industry Background
The Internet Services Market

Growth of the Internet. The Internet has emerged as a significant global communications medium,
enabling millions of people to communicate, publish and retrieve information and conduct business
electronically. Regardless of the hardware and software used, Internet Protocol or “IP” enables
Internet communication by providing a common inter-networking standard. Due to increased public
awareness, lower prices for access devices, increased functionality and improving content, International
Data Corporation estimates that the number of users accessing the World Wide Web will increase from
approximately 97 million at the end of 1998 to approximately 320 million by the end of 2002. Total ISP
revenues in the Untied States are projected to grow from $10.7 billion in 1998 to $37.4 billion in 2003:



Role of the ISE Internet access services are the means by which ISPs interconnect either
businesses or individual consumers to the Internet’s resources or to corporate intranets and extranets.
Access services include dial-up access for individuals and small businesses and high-speed dedicated
access designed primarily for mid-sized and larger organizations. In addition to Internet access services,
an increasing number of Internet users are taking advantage of value-added services, such as Web
hosting and Web page design. We believe that value-added services, such as those included in Rocky
Mountain Internet’s business service offerings, are among the fastest growing segments of the ISP
marketplace. According to International Data Corporation, revenues attributable to value-added
services are projected to increase in the United States at a compound annual growth rate of
approximately 34%, from $3 billion in 1998, to $12.9 billion in 2003.

The rapid development and growth of the Internet has resulted in a highly fragmented industry of
over 5,000 national and local ISPs in the U.S. ISPs vary widely in geographic coverage, customer focus.
and levels of Internet access provided to subscribers. For example, access providers may concentrate on
certain types of subscribers (such as businesses or individuals) that differ substantialiy in the type of
service and support required by the relevant customer constituency. Often, large national ISPs do not
offer individual customers the level of support desired and many smaller regional ISPs do not have the
resources necessary to offer adequate customer support. Rocky Mountain Internet intends to fill this
void. Because user-friendly software and responsive customer service and technical support are the
foundation of our business, we believe that Rocky Mountain Internet is poised to capitalize on the
growth in the Internet access and Internet services segments of the telecommunications market.

Internet Users and Their Growing Needs. Rocky Mountain Internet focuses on the residential and
small- to medium-sized business segments of the Internet marketplace. We believe that the demand for
Internet service in our target subscriber markets will grow substantially from current levels. In addition
to demographic and economic trends driving the growth of the Internet market, the individual and
small- to medium-sized business markets are expanding as a function of falling access costs, lower
prices for access devices, more simplified operational procedures and improved content.

Users currently accessing the Internet do so primarily by means of dial-up services. Access to the
Internet using dial-up services requires the user to have access to a local telephone line, the use of a
modem and an ISP account, such as a Rocky Mountain Internet account. However, new ways of
connecting to the Internet are becoming more common, particularly those that take advantage of
higher speed and broader bandwidth capacity. In addition, the Web hosting market represents a rapidly
growing area of the Internet marketplace. Web hosting enables individuals and businesses to increase
their presence on the World Wide Web by creating a Web site, which is “hosted” by companies like
Rocky Mountain Internet, without the responsibility or expense associated with maintaining a Web
server or high-speed Internet connection. We believe that services relating to e-commerce, which is the
means by which businesses offer and sell their services and products over the Internet, will be an
important outgrowth of Web hosting services.

Rocky Mountain Internet believes that the small- and medium-sized business markets represent a
significant opportunity for continued growth. International Data Corporation predicts that U.S.
corporate Internet access revenues will grow from approximately $1.9 billion in 1996 to over $6.6 billion
in 2000. In addition, International Data Corporation predicts that enhanced Internet services, such as
Web hosting, security, e-commerce, virtual private networks and advanced Internet applications are
expected to grow from approximately $352 million in 1997 to over $7 billion in 2000.

Telecommunications Industry

Since the passage of the Telecommunications Act of 1996, the market for long-distance and local
telephone services has become much more competitive. Driven by both competitive pressures and the
convergence of voice and data networks, major long distance providers have sought to enhance their



competitive positions and gain access to local and cable markets. This trend is evidenced by AT&T’s
acquisitions of Teleport Communications Group and TCI and WorldCom’s mergers with MFS, Brooks
Fiber Properties, and MCL.

We intend to provide traditional long distance and local telephone service, as well as other
communications services, in order to position ourselves as a single source supplier for all the
communication needs of the customer. On April 22, 1998, the Public Utilities Commission of Colorado
granted the request of Rocky Mountain Broadband, Inc., our wholly owned subsidiary, to become a
competitive local exchange carrier or “CLEC.” Rocky Mountain Broadband has since received approval
to become a CLEC from California and West Virginia. Our intention to provide IP Telephony services
and CLEC services will place us directly in competition with other providers (either resellers or
facilities-based carriers) that provide the same services. This will place us directly in competition with
inter-exchange carriers (“IXCs”), which provide long distance access, and other long distance resellers

-and providers, including large carriers such as AT&T, MCI WorldCom and Sprint. Moreover, there are
likely to be new entrants to the long distance market, such as the regional Bell operating companies.
Most of our competitors are significantly larger and have substantially greater market presence as well
as substantially greater financial, technical, operational, marketing and other resources and experience
than we do.

Rocky Mountain Internet’s Strategy

Our mission is to become a premier nationwide E-Business and communications services provider,
distinguished by a state-of-the-art network and high quality customer service and support. Key elements
to our business strategy include the following.

Provide a Broad Array of Web Solutions and Communications Services to Our Customers. We have
built a portfolio of products, services and skill sets to develop and deliver comprehensive internet
communications solutions to both business and residential customers. These products and services are
organized under two divisions: Communication Services and Web Solutions. Base on our belief that a
growing number of businesses and consumers will demand that one company provide all of their
communications needs, we plan to continue to add products and services to our portfolio. We refer to
our strategy as a “One Point-of-Contact” service delivery model. We believe that our model ensures:

« high-performance, cost-effective network planning, design and implementation;
« maintenance of a single point of responsibility; and
+ ongoing customer relationships as a technology partner for communications applications.

Provide Superior Customer Service and Technical Support. Our customer service philosophy is to
understand the customer’s needs so well that we may deliver a very high level of value-added services
and after-sales support. We believe that highly differentiated customer service and technical support is
a key competitive asset in the communications industry, and the ISP sector in particular. Because the
Internet is an evolving and complex medium, customers require significant technical support.
Consequently, we have developed a comprehensive strategy to attain maximum customer satisfaction.
This strategy consists of the following elements:

+ maintaining a sufficient number of qualified service and technical support personnel through
proactive recruitment, retention and training programs;

« utilizing our extranet to provide real-time, interactive customer service;

« developing an on-line billing system enabling customer-controlled account customization and
analysis; and

« improving our service delivery standards and guarantees.



We continally monitor our customer service strategy through customer satisfaction surveys, which
are monitored by a third-party consulting firm. Over 75 employees, consisting of engineers, technicians,
project managers, account managers and customer service representatives, are responsible for
supporting our customers. We believe that our high quality customer service has led to low turnover
rates and significant growth from customer referrals.

Maximize Network Utilization. Through our network and agreements with third-party providers, we
provide Internet access in 90 of the 100 largest metropolitan statistical areas in the United States. We
plan to continue to selectively add POPs where we can add value for the customers. Historically, the
ISP industry has been divided between ISPs focused on business customers and ISPs focused on
residential dial-up customers. Our business strategy is to maximize network utilization 24 hours a day
by taigeting both daytime business vsers and evening-intensive residential users. In addition, we operate
a national fully meshed Internet backbone, linking eight U.S. cities—Atlanta, Chicago, Dallas, Loc '
Angeles, McLean (Virginia), New York, San Francisco, and Washington, D.C.

Selectively Target Key Cities to Expand Nationwide. We plan to expand our sales efforts nationally by
targeting areas where there are favorable demographics and a large concentration of businesses.
Initially, we plan to emphasize markets where we have existing facilities and to actively pursue both
business and residential customers. In markets where we are using third-party provider networks, we
will initially target dial-up customers through advertising, promotions, public relations, telemarketing
and customer referrals. Once we attain critical mass in these locations, we plan to establish our own
POPs and to target business and residential customers with our broad array of communications
products and services.

Take Advantage of Significant Consolidation and Acquisition Opportunities. We believe that the
Internet industry is undergoing structural changes with an increasing use of the Internet for mission-
critical applications. These changes create demand for high quality network operations, customer
service and technical support. We also believe that there is a market opportunity to consolidate ISPs,
Internet-based service companies and Internet technologies. To exploit this opportunity, we recently
acquired the following companies:

« Infohiway, Inc.—a portal and search engine developer that provides on-line advertising
opportunities for our customers.

« Application Methods, Incorporated—a developer of software and e-commerce products
(e-commerce solution and e-SELL) that provide our business customers with browser-based
software to conduct business over the Internet. .

« Internet Now—a regional ISP serving customers in Arizona, California and Nevada.
« Unicom Communications, Inc—a local ISP serving customers in Kansas.
« Stonehenge Business Systems, Inc.—a local ISP serving customers in Colorado.

« DataXchange Network, Inc.—a nationwide Internet backbone, rated by Boardwatch Magazine as
the 11th largest overall among the 36 national backbones.

We believe these acquisitions enhance our position as a full service provider of communications
solutions. We will continue to evaluate opportunities to acquire companies that we believe will enhance
our product and service offerings. In addition, we intend to coordinate our national growth effort by
acquiring additional local ISPs in strategic locations to maximize economies of scale.
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Rocky Mountain Internet’s Divisions and Services.

Overview. The following chart summarizes the services we offer through our two divisions:

Communication Services and Web Solutions.
Division Services

Description

Communication Services Internet Access
Dedicated Access

Dial-Up Service
Co-Location

Wireless Access

Telephony Services
E-Phone

Long Distance
Local (CLEC)

Dedicated Line Service
Web Solutions Division  Web Site Production
Web Site Hosting

Infohiway

Electronic Commerce or E-Sell

Web Site Marketing
Traffic Builder Plus

Web Training

Fractional T-1, T-2 or greater
Internet access provided to a
customer’s office

Nationwide Internet access for
consumer and small business
customers using modems to dial into
RMI’s network

T-1 or greater Internet access
provided to customer’s server located
at RMI's POP

Evolving technology allowing up to
750 kbps wireless Internet access
currently available in the Denver
metro area

Long distance calling using IP
Telephony technology

Traditional long distance services

Traditional local exchange telephone
service on a resale or facilities-owned
basis throughout Colorado

Dedicated and frame relay networks
to carry voice and data for business
customers

Design, development and
implementation of customer Web
sites

A customer’s Web site is “hosted” on
RMTU’s servers and connected to the
Internet via a high-speed connection

Portal constructed to provide
multiple services, including a search
engine with large database of
reference information, an audio feed,
a stock quote service, and additional
content

Turnkey solution for setting up an
Internet store

Design and development of
advertising and marketing strategies
which result in increased traffic and
viewing of customer Web sites
Unique Web site marketing program
whereby customer Web sites are
marketed exclusively to Internet
users

Various levels of Internet training for
customers, including basic access
training
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Our Commuanication Services Division
Internet Access

We provide Internet services through our 11 Internet POPs in the state of Colorado and, through

agreements with third party providers, in 90 of the 100 largest metropolitan statistical areas in the
United States.

Dedicated Access Service. Dedicated access services are provided primarily to commercial
customers. They include a wide range of connectivity options tailored to the needs of the customer.
These services include a private port or dedicated modem, ISDN connections, 56 kbps frame relay
connections, T-1 (1.54 Mbps) cornections, and T-3 {45 Mbps) or fractional T-3 connections. This type
of connectivity ensures a dedicated connection and is generally used to connect local area networks,
wide area networks or server applications to the Internet. A dedicated connection requires a dedicated
telecommunications facility, ranging from an analog phone line, ISDN, frame relays, leased line T-1 or
leased line T-3 and a router, and a device to convert digital signal to serial interface, usually referred to
as a CSU/DSU. Dedicated services range in price from $199 per month to over $15,000 per month
depending on the connection type. Installation fees generally range from $300 to $5,000.

Dial-Up Service. We offer nationwide dial-up service for unlimited usage, which is available for
$19.95 per month plus a one-time $15 set-up fee. This offering includes high-speed modem access using
v.90 technology and a high quality connection due to the redundancy that has been built into the
network. Through an arrangement with PSINet, we provide dial-up access to customers in over 230
locations nationwide.

Co-Location. As more people use the Internet to shop for products and services, the demands on
shared server resources are increasing. We offer businesses an alternative to shared server resources by
co-locating their servers in our data center. This is much more cost-effective because the customer can
capitalize on our centralized Internet resources. For example, we believe that a Web developer who

co-locates a server with us can save up to 40% to 60% of the monthly cost of maintaining that server
in-house.

Wireless Service. We have recently signed an agreement with American Telecasting, Inc., to offer
high-speed megabit Internet access technology to 80% of the hores and businesses in the Denver
metro area. The service provides download speeds of about 750 kbps, and includes a microwave
receiver, an external modem, a cable modem and an Ethernet card. Costs include an installation fee
and an approximate $50 per month service charge. We intend to enter into similar agreements with
other providers as we expand our geographic presence.

Internet Backbone Access. 'With our acquisition of the assets of DataXchange Network, Inc. in
December 1998, we now operate a national Internet backbone, linking 8 U.S. cities. Each city is linked
directly to each of the others. Our backbone utilizes fully redundant hub and spoke architecture.

Telephony Services

IP Telephony or E-Phone. 1P Telephony is new technology that enables long distance calling using
Internet technology. We are now able to deliver “toll quality” long distance calls that originate in
Colorado to anywhere in the contiguous United States using IP Telephony. IP Telephony service is
priced at $.07 per minute to anywhere in the contiguous United States, 24 hours per day.

Traditional Long Distance Service. 'We recently entered an agreement with Frontier
Communications of the West, Inc. which will permit us to offer a full line of traditional long distance
services. We currently offer the following services:

« 1+ long distance dialing;
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« dedicated long distance;
+ 1-800 service;
« calling cards; and

» conference calling.

Local Phone Services (CLEC). We have been certified as a competitive local exchange carrier or
CLEC in the states of Colorado, California and West Virginia.

Dedicated Line Services. We operate extensive dedicated and frame relay networks to carry voice
and data traffic across the country and across town for qur business customers.

OQur Web Solutions Division
Web Site Production

Web site production encompasses the design, development and implementation of customer Web
sites. These sites may be public domain sites or private sites, which are sometimes referred to as
extranets or intranets. The functionality of these sites will continue to evolve and require a great deal
of graphic design talent as well as high end programming skills.

Web Site Hosting

Web site hosting provides ongoing revenue from customers for whom we host a Web site on Web
servers located in our data center. All access made to these Web sites by the customer and the Internet
community as a whole is processed on our servers. The advantage to customers is high-speed access to
sites by their targeted audiences. Prices for Web site hosting generally consist of $99 per month for
virtual hosting service and $49 per month for static hosting services. There is also a one-time set-up fee
of approximately $99 for virtual hosting and $49 for static hosting.

Infohiway/Portal. This is a Web Portal constructed to provide multiple services, including:

« a search engine that contains a large and rapidly growing database of reference information on
the World Wide Web;

« an audio feed;
» a stock quote service; and
« additional content.
The search engine also contains certain features, including:

« Preview buttons—which permit users to see a site’s content without waiting for a full download
of all the site’s graphics;

s Fuzzy Links—which provide visitors with a handy way to search for related but perhaps not
specifically targeted information; and

* Site Mapping—which provides a simple and visual way to see a site’s structure.

Finally, the Infohiway Portal also contains the ability to host numerous banner advertisements, which
we may sell to our customers as part of a Web marketing package.

Electronic Commerce or E-Sell

We provide turnkey software package solutions for e-commerce. Small- to medium-sized businesses
can sell their products and services over the Internet, thereby reaching customers that are not
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geographically accessible. Rather than simply offering a Web site, our e-commerce customers can act as
a true Internet store, providing:

* a dynamic, interactive shopping experience for the customer;

» secure credit card transactions;

“behind the scenes” functionality, such as inventory management and custom reporting; and
« fast, efficient and low-cost implementation of a true, database-driven Internet store.

Competing packages require the involvement of technical experts, consultants or developers to set up
and configure a store. Because of these additional “soft costs,” implementation costs usually reach
several times the basic cost of the package and implementation time can be weeks or months, By
contrast, an e-SELL store can be up and running in hours. Furthermore, e-SELL is scalable and
expandable as a business grows, because it is based on an open architecture-—Microsoft Windows NT
and BackOffice. While competing packages often utilize proprietary programming languages or tools
(and many started out as Macintosh or Unix products), e-SELL is an extension to the industry-standard
BackOffice platform, enabling easy customization. In addition, any industry-standard database can be
connected, furthering the ease of integration with merchants’ existing information systems.

Web Site Marketing

Our sales and marketing department has developed an advertising program that is designed to
increase traffic and viewing of customer Web sites. We believe that our Web site marketing program
will blend well with our other Web solution products.

Traffic Builder Plus.

This is an Internet marketing program whereby customer Web sites are marketed exclusively to
Internet users. This service includes sophisticated search engine submission and management
techniques, cross-linking related Web sites, posting to relevant news groups and customizing banner ad
campaigns. The pricing for this service varies dramatically based on a customer’s budget and desired
results.

Web Training

We also provide a training program available for all our customers. Customers can schedule their
employees for various levels of Internet training, ranging from basic access training to HTML
programming. We have a state-of-the-art training center in our office headquarters with multiple
workstations for interested customers. Customized, one-on-one training is also available, either at our
headquarters or at the customer’s site.

Qur Sales and Marketing Department

Dedicated Communications Service Customers. Our primary commercial target market is small- to
medium-sized businesses with 25-5,000 work-stations, multiple office locations, a dependence on
communications technology and with headquarters located in tier one or tier two cities ranked in the
top thirty high-tech BPI index. Our secondary target markets will be small- and medium-sized
businesses located in smaller cities that are close to our headquarters or in the top thirty high-tech BPI
index.

Our ability to deliver an array of Internet solutions, coupled with excellent technical knowledge
and high quality service, is our key selling point to commercial customers. We design, implement and
maintain a complete enterprise network solution encompassing integrated voice, data, video and
Internet services that address all facets of internal and external communications for a business. A



number of providers promote themselves as “one-stop shops” or “turnkey providers” of these services,
but few have the ability to deliver, manage and support all services “in-house.” We believe that our
ability to package, price, brand and efficiently deliver our comprehensive set of products and services
will allow us to grow as we focus our sales and marketing efforts on small- to medium-sized businesses.

Our commercial business sales and marketing efforts emphasize the direct sales by our field sales
representatives. Although each representative has a specific product or service focus, each is assigned
to an account team headed up by an account manager. We believe that this account team approach
allows us to cross-sell, package, and blend all of our products and services to meet the needs of our
customers. Our sales teams intend to use strategic direct mail campaigns, public relations efforts and
targeted industry advertising, Each marketing activity is designed to generate company and brand
recognition, provide product/service infoiiaation and stimulate referra! business from commercial
businesses and residential customers.

We provided dedicated access and Web services to over 1,300 business customers as of
December 31, 1998.

Dial-Up Internet Access. Our dial-up customer base consists mainly of residential consumers and
small businesses. We believe that our competitive advantage of packaging, pricing, branding and
promoting our wide range of communications services will also serve as a competitive advantage in the
residential consumer market, particularly as we extend our sales and marketing efforts across the
nation. We engage in targeted marketing and distribution efforts in markets where there is an
opportunity for substantial market penetration. We believe that high geographic concentrations of
subscribers improve network economics and reduce subscriber acquisition costs, thereby resulting in
higher margins.

Through the use of demographic market research data, we are targeting our marketing and sales
efforts towards new and current Internet households and small businesses nationwide. Because we have
experienced a significant amount of dial-up sales through word-of-mouth advertising, we operate an
in-bound calling center and an out-bound telemarketing sales unit. Our marketing efforts have be€n
geared toward generating positive referrals and stimulating subscriber growth and retention by
providing exceptionally high-quality service to our existing subscribers.

We plan to increase our print publication, radio, television and direct mail advertising in targeted
major metropolitan areas throughout the United States in order to achieve greater density to our
subscriber base. In particular, our sales efforts will focus on our “outbound/inbound” telemarketing
unit. We plan to build an extensive vendor network capable of distributing all of our communication
services to the public through co-branding programs, affinity marketing agreements and cause-related
marketing initiatives. We also plan to utilize extensive, event marketing opportunities, in-market retail
promotions and a nationwide public relations effort. As of March 1, 1999, we had 16 sales
representatives targeting residential dial-up customers.

Our Billing and Management Information Systems Department

We are currently installing an online bill presentment and payment package, which will allow
customers to receive their invoices and make payments online. We are moving form a Microsoft SQL
Server to Oracle for database management. Currently, our administrative office functions are
standardized on Microsoft Office products operating on Microsoft NT Server Networks. Finance and
accounting utilize Great Plains accounting software products for general ledger, payables processing,
and receivables collection and management.

One goal of implementing automated systems is to move customer support functions to a Web
interface which would allow customers to change service types, review invoicing details, troubleshoot
through online information and communicate with our technical support staff. These systems are
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expected to provide enhanced customer support and reduce the cost of the technical support function
on a per customer basis. Enhanced billing systems are expected to permit us to offer promotions and
marketing programs to attract new customers. The new billing systems are expected to provide greater
flexibility in offering discounts for selecting a wide range of the product offerings.

Competition
Competitive Factors

The markets in which we operate and intend to operate are extremely competitive and can be
significantly influenced by marketing and pricing decisions of competitors that have substantially greater
resources. We believe that competition will intensify in the future. Our ability to compete successfully
depends on a number of factors including:

-« our market presence and geographic coverage;
» our reputation for reliability, service and effective customer support;
» the capacity, reliability and security of our network infrastructure;
+ our packaging and pricing of products and services compared to our competitors;
* the timing of new product and service roli-outs; and

* our ability to react to changes in the market and industry and economic trends.

Internet Access and Web Hosting

The markets for Internet access and Web hosting services are extremely competitive and highly
fragmented. There are no substantial barriers to entry, and we expect competition to continue to
intensify. Our current and prospective competitors include many large cornpanies that have substantially
greater market presence and financial, technical, operational, marketing and other resources than we
do. In addition, every local market that we have entered or intend to enter is served by multiple local
ISPs. Increased competition could cause us to increase our selling and marketing expenses could also
cause us to lose customers. We may not be able to offset increased costs with an increase in the
number of our customers or to increase revenues from enhanced services. Any of these developments
could adversely affect our business, financial condition and results of operations.

We currently compete or expect to compete with the following types of companies in the Internet
services and Web hosting markets: ‘

+ established online services, such as America Online, the Microsoft Network, CompuServe and
Prodigy;

* local, regional and national Internet service providers, such as MindSpring, Earthlink,
Network, Inc., Internet America, PSINet and Verio, Inc,;

* national telecommunications companies, such as AT&T Corp. (with AT&T WorldNet), MCI
WorldCom, Inc., Sprint (SprintNet) and GTE and Qwest Communications International, Inc,

* local telephone and regional Bell operating companies, such as BellSouth and SBC
Communications;

 computer hardware and software companies, such as International Business Machines and
Microsoft Corporation;

* national and regional companies that focus primarily on providing Web hosting services;
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* cable television operators and online cable services, such as Comcast Corporation, TCI, Time
Warner, At Home and Roadrunner; and

* nonprofit or educational ISPs.

Our competition is likely to increase. We believe this will probably happen as large diversified
telecommunications and media companies acquire Internet service providers and as Internet service
providers consolidate into larger, more competitive companies. Diversified competitors may bundle
other services and products with Internet connectivity services, potentially placing us at a significant
competitive disadvantage. In addition, competitors may charge less than we do for Internet services
causing us to reduce or preventing us from raising our fees. As a result, our business may suffer.

]

Broadbard Technclogies.

We also face competition from companies that provide broadband connections to consumers’
homes, including local and long-distance telephone companies, cable television companies, electric
utility companies, and wireless communications companies. These companies may include Internet
access or Web hosting using broadband technologies in their basic bundle of services or may offer
Internet access or Web hosting services for a nominal additional charge. Broadband technologies enable
consumers to transmit and receive print, video, voice and data in a digital form at significantly faster
speeds than existing dial-up modems. For example, modems offered by cable television companies can
transmit information at speeds of up to 10 megabits per second, as opposed to our v.90 (enhanced
speed modem) service, which can transmit information at speeds of up to only 56 kilobits per second.
In addition, TCI has recently announced it had reached separate agreements with Sun
Microsystems, Inc. and Microsoft to produce the software necessary to permit access to the Internet
through television set-top boxes beginning later this year.

The companies that own these broadband networks could prevent us from delivering Internet
access through the wire and cable connections that they own. Cable television companies are not
currently required to allow ISPs to access their broadband facilities and the availability and terms of
ISP access to broadband local telephone company networks are under regulatory review. Our ability to
compete with telephone and cable television companies that are able to support broadband
transmissions, and to provide better Internet services and products, may depend on future regulation to
guarantee open access to the broadband networks. However, in January 1999, the Federal
Communications Commission (“FCC"), declined to take any action to mandate or otherwise regulate
access by ISPs to broadband cable facilities at this time. It is unclear whether and to what extent local
and state regulatory agencies will take any initiatives to implement this type of regulations, and whether
they will be successful in establishing their authority to do so. Similarly, the FCC is considering
proposals that could limit the right of ISPs to connect with their customers over broadband local
telephone lines. In addition to competing directly in the ISP market, both cable and television facilities
operators are also aligning themselves with certain ISPs who would receive preferential or exclusive use
of broadband local connections to end users. If high-speed, broadband facilities increasingly become the
preferred mode by which customers access the Internet and we are unable to gain access to these
facilities on reasonable terms, our business, financial condition and results of operations could be
materially adversely affected.
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No InternationakOperations.

We do not currently compete internationally. If the ability to provide Internet access
internationally becomes a competitive advantage in the Internet access industry, we may be at a
competitive disadvantage relative to our competitors.

Employees

As of March 1, 1999, Rocky Mountain Internet had approximately 235 employees, of which
approximately 95 were added in acquisitions since June of 1998, None of Rocky Mountain Internet’s
current eraployees is represented by a labor organization, and we consider our relations with our
employees to be good.

Proprietary Rights

General. Although we believe that our success is more a function of our technical expertise and
customer service than our proprietary rights, Rocky Mountain Internet’s success and ability to compete
depends in part upon our technology. We rely on a combination of copyright, trademark and trade
secret laws, and contractual restrictions to establish and protect our technology. It is our policy to
require employees and consultants and, when possible, suppliers to execute confidentiality agreements
upon the commencement of their relationships with Rocky Mountain Internet. These agreements
provide that confidential information developed or made known during the course of a relationship
with Rocky Mountain Internet must be kept confidential and not disclosed to third ‘parties except in
specific circumstances. We cannot provide any assurances that the steps we have taken will be adequate
to prevent misappropriation of our technology or that our competitors will not independently develop
technologies that are substantially equivalent or superior to our technology.

Licenses. We have obtained authorization to use the products of each manufacturer of software
that we bundle in Rocky Mountain Internet’s front-end software product for Windows and Macintosh
subscribers. The particular applications included in the Rocky Mountain Internet starter-kit have, in
some cases, been licensed. Rocky Mountain Internet currently intends to maintain or negotiate
renewals of, as the case may be, all existing software licenses and authorizations as necessary. Rocky
Mountain Internet may also want or need to license other applications in the future. License fees
charged to Rocky Mountain Internet upon enrollment of additional subscribers are included in the cost
of subscriber start-up fees. Other applications included in the Rocky Mountain Internet starter kit are
shareware that Rocky Mountain Internet has obtained permission to distribute or that are from the
public domain and are freely issuable. Rocky Mountain Internet developed the front-end software
programs in Rocky Mountain Internet’s starter kit for Windows 3.1, Windows 95, and Macintosh. We
have acquired some software, trademarks and other proprietary technology that we may continue to use
for acquired subscribers.

Regulation
General Regulatory Environment

The telecommunications businesses in which we operate or intend to operate, namely, providing
traditional long distance service, providing long distance service by means of IP Telephony and activities
as a CLEQG, are subject to extensive federal and state regulation. In particular, these services are subject
to the provisions of the Communications Act of 1934, as amended, including amendments effected by
the 1996 Telecommunications Act and the FCC regulations thereunder, as well as the applicable laws
and regulations of the various states, including regulation by public utility commissions and other state
agencies. Federal laws and FCC regulations apply to the facilities of and services offered by,
telecommunications common carriers including regulating the prices charged, to the extent that those
facilities are used to provide, originate, or terminate interstate communications. State regulatory
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authorities retain jurisdiction over telecommunications both originating and terminating within the
state. The regulation of the telecommunications industry is changing rapidly and the regulatory
environment varies substantially from state to state. Moreover, as deregulation at the federal level
Occurs, some states are reassessing the level and scope of regulation that may be applicable to us. All
of our operations are also subject to a variety of environmental, safety, health and other governmental
regulations. We cannot assure that future regulatory, judicial, or legislative activities will not have a
adversely affect us, or that regulators, competitors, or third parties will not raise material issues with
regard to our compliance or noncompliance with applicable regulations.

The 1996 Telecommunications Act effected plenary changes in regulation at both the federal and
state levels that affect virtually every segment of the communications industry. The stated purpose of
the 1996 Telecommunications Act is to promote competition in all areas of communications and to
* reduce uniecessary regulation to the greatest extent possible. While it will take years for the industry
to feel the full impact of the 1996 Telecommunications Act, it is already clear the legislation provides
us with both opportunities and challenges. The 1996 Telecommunications Act, among other things,
allows the regional Bell operating companies to enter the long distance business and enables other
entities, including entities affiliated with power utilities and ventures between local exchange companies
and cable television companies, to provide an expanded range of telecommunications services. Entry of
such companies into the long distance business would result in substantial competition to our intended
telecommunications services (i.e., traditional long distance, IP Telephony and local exchange carrier
services) and may have a material adverse effect on our business, financial condition and results of
operations and cash- flow.

Under the 1996 Telecommunications Act, the regional Bell operating companies may immediately
provide long distance service outside those states in which they provide local exchange service
(“out-of-region” service) and long distance service within the regions in which they provide local
exchange service (“in-region” service) upon meeting certain conditions. The 1996 Telecommunications
Act does, however, impose certain restrictions on, among others, the regional Bell operating companies
in connection with their provision of long distance services. Out-of-region services by regional Bell
operating companies are subject to receipt of any necessary state and/or federal regulatory approvals
that are otherwise applicable to the provision of intrastate and/or interstate long distance service.
In-region services by regional Bell operating companies are subject to specific FCC approval and
satisfaction of other conditions, including a checklist of pro-competitive requirements. The regional Bell
operating companies may provide in-region long distance services only through separate subsidiaries
with separate books and records, financing, management and employees and all affiliate transactions
must be conducted on an arm’s length and nondiscriminatory basis. The regional Bell operating
companies are also prohibited from jointly marketing local and long distance services, equipment and
certain information services unless competitors are permitted to offer similar packages of local and long
distance services in their market. Further, the regional Bell operating companies must obtain in-region

Additionally, AT&T and other major carriers serving more than 5% of prescribed long distance access
lines in the United States are also restricted from packaging other long distance services and local
services provided over regional Bell operating company facilities,

Federal Regulation

The FCC has established different levels of regulation for dominant and non-dominant carriers. Of
domestic common carrier service providers, only GTE, the regional Bell operating companies and other
incumbent local exchange companies (“ILECs”) are classified as dominant carriers and all other
providers of domestic common carrier services, including Rocky Mountain Internet, are classified as
non-dominant carriers, The 1996 Telecommunications Act provides the FCC with the authority to
forebear from imposing any regulations it deems unnecessary, including requiring non-dominant
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carriers to file tariffS. On November 1, 1996, in its first major exercise of regulatory forbearance
authority granted by the 1996 Telecommunications Act, the FCC issued an order detariffing domestic
inter-exchange services. The order required mandatory detariffing and gave carriers nine months to

court subsequently stayed this order.

On April 18, 1997, the FCC ordered that the regional Bell operating companies and incumbent
ILEG:s offering domestic interstate inter-LATA (local access and transport areas) services, in-region or
out-of-region, be regulated as non-dominant carriers, However, such services offered in-region must be
offered in compliance with the structural separation requirements mentioned above. AT&T was
classified as a dominant carrier, but AT&T successfully petitioned the FCC for non-dominant status in
the domestic interstate inter-exchange market in October 1995 and in the international market in
May 1996. Therefore, certain pricing restrictions that once applied to AT&T have been eliminated, A
number of parties have, however, sought the FCC’s reconsideration of AT&T’s status. We are unable to
predict the outcome of these proceedings on its operations.

things, the FCC modified rate structures for certain non-traffic sensitive access rate elements, moving
some costs from a per-minute-of-use basis to flat-rate recovery, including one new flat rate element;

be achieved through competition but that a “prescriptive” approach, specifying the nature and timing of
changes to existing access rate levels, might be adopted in the absence of competition, The FCC’
intends to address these and other related matters in subsequent proceedings.

Though we believe that access reform through lowering and/or eliminating excessive access service
charges will have a positive effect on its service offerings and operations, it cannot predict how or when
such benefits may present themselves, or the outcome of any possible judicial appeal or petition for
FCC reconsideration.
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universal service funding be based on all IXCs’ £ross revenues from both interstate and international
telecommunications services; only common carriers providing a full complement of defined local
services be eligible for support; and up to $2.25 billion in new annual subsidies for discounted
telecommunications services used by schools, libraries and rural health care providers be funded by an
assessment on total interstate and intrastate revenues of all IXCs. The FCC stated that it intends to
study the mechanism for continued support of universal service in high cost areas in a subsequent
proceeding. We are unable to predict the outcome of these proceedings or of any judicial appeal or

petition for FCC reconsideration on its operations.

On April 10, 1998, the FCC submitted a report to Congress in which it stated that
telephone-to-telephone 1P Telephony bears the characteristics of “telecommunications services” and
that the providers of those services may be “telecommunications carriers,” as those terms are defined -
in the 1996 T=lecommunications: Act. The FCC deferred a more definitive resolution of this issue until
a more “fully-developed” record is available. However, the April 10, 1998 report states that, to the
extent the FCC concludes that certair forms of telephone-to-telephone IP Telephony service are
“telecommunications services,” and to the extent the providers of those services obtain the same
circuit-switched access as obtained by other IXCs and therefore impose the same burdens on the local
exchange as do other IXCs, the FCC “may find it reasonable that they” become subject to the same
regulations, including the requirement to pay access fees to local exchange carriers and to contribute to
universal service subsidies.

State Regulation

Companies conducting intrastate long distance telecommunications operations are subject to
various state laws and regulations including, in many jurisdictions, certification and tariff filing
requirements. Generally, these providers must obtain and maintain certificates of authority from
regulatory bodies in most states in which it offers intrastate services. In April 1998, Rocky Mountain
Broadband, Inc., our wholly subsidiary, obtained a certificate of authority from the Colorado Public
Utility Commission to provide local exchange services as a CLEC. We also are certified as a CLEC in
California and West Virginia. Certificates of authority can generally be conditioned, modified, canceled,
terminated, or revoked by state regulatory authorities for failure to comply with state law and/or the
rules, regulations and policies of the state regulatory authorities. Fines and other penalties also may be
imposed for such violations.

Those states that permit the offering of intrastate/intra-LATA service by IXCs generally require
that end users desiring to use such services dial special access codes. This may put us at a competitive
disadvantage compared with local exchange carriers whose customers can make intrastate/intra-LATA
calls simply by dialing 1 plus the desired number. If a long distance carrier’s customer attempts to
make an intra-LATA call by simply dialing 1 plus the desired number, the call will be routed to and
completed by the local exchange carrier. Regulatory agencies in a number of states have issued
decisions that would permit IXCs to provide intra-LATA calling on a 1 + basis. Further, the 1996
Telecommunications Act requires in most cases that the regional Bell operating companies provide such
dialing parity coincident to their providing in-region inter-LATA services. We expect to benefit from the
ability to offer 1 + intra-LATA services in states that allow this type of dialing parity.

Risk Factors
You should carefully consider the risks described below.

We have a short operating history, have incurred net losses since our inception and expect future losses

We started our business in 1993 and began offering Internet access services in 1994, We have
incurred operating losses in every year of our existence. We incurred net losses of $2.3 million for the
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year ended December 31, 1996, $4.2 million for the year ended December 31, 1997 and $10.7 million
for year ended December 31, 1998. As of December 31, 1998, we have an accumulated deficit of
$17.4 million. We may never be profitable.

In 1998, a proposed merger transaction with Internet Communications Corporation and related
financing transactions was terminated. As a result, we recorded costs, expenses and related fees of
approximately $6.1 million. Of this amount, approximately $4.2 million relates to warrants that we

If we are unable to raise Junds to finance our growth, your investment could be adversely affected

We intend to expand or oben new access sites or make other capital investments as dictated by
subscriber demand and strategic considerations. To open new dial-up access sites, known in our industry

amounts of cash to:
* fund growth, operating losses, and increased expenses;
* implement cur acquisition strategy;

* take advantage of unanticipated opportunities, such as major strategic alliances or other special
marketing opportunities, acquisitions of complementary businesses or assets, or the development
of new products; and

* respond to unanticipated developments or competitive pressures,

We will require additional funds through equity, debt, or other external financing in order to fund
our current operations and to achieve our business plan. We cannot assure that any additional capital
resources will be available to us, or, if available, will be on terms that will be acceptable to us. Any
additional equity financing will dilute the equity interests of existing security holders. If adequate funds
are not available or are not available on acceptable terms, our ability to execute our business plan and

* established online services, such as America Online, the Microsoft Network, CompuServe and
Prodigy;

* local, regional and national Internet service providers, such as MindSpring, Earthlink,
Network, Inc., Internet America and PSINet;

* national telecommunications companies, such as AT&T Corp., MCI WorldCom, Inc., Sprint and
GTE;

* regional Bell operating companies, such as BellSouth and SBC Communications;
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* computér hardware and software corpanies, such as International Business Machines and
Microsoft Corporation; and

* online cable services, such as At Home and Roadrunner.

Our competition is likely to increase. We believe this will probably happen as large diversified
telecommunications and media companies acquire Internet service providers and as Internet service
providers consolidate into larger, more competitive companies. Diversified competitors may bundle
other services and products with Internet connectivity services, potentially placing us at a significant
competitive disadvantage. In addition, competitors may charge less than we do for Internet services
causing us to reduce or preventing us from raising our fees. As a result, our business may suffer.

i

We may not be able tc compzate in the lrzc! cxckarge and long-distance telephone market

In 1998, we entered the long distance telephone market. We will compete directly with IXCs and
long distance carriers and other long distance resellers and providers, including large carriers such as
AT&T, MCI WorldCom and Sprint and new entrants to the long distance market. Many of our
competitors are significantly larger and have substantially greater market presence and financial,
technical, operational, marketing and other resources. We will face stiff price competition and may not
be able to compete.

Moreover, the local exchange telephone services market in most states was only recently opened to
competition due to the passage of the 1996 Telecommunications Act and related regulatory rulings.
There are numerous operating complexities associated with providing these services. We will be
required to develop new products, services and systems and will need to develop new marketing
initiatives to sell these services. Our inability to overcome any of these operating complexities could
have a material adverse effect on us.

We must keep pace with technological change and evolving industry standards to remain
competitive

The Internet services market is characterized by rapidly changing technology, evolving industry
standards, changes in member needs and frequent new service and product introductions. Our future
success depends, in part, on our ability to

* use leading technologies to develop our technical expertise;
g P xp

* enhance our existing services; and

¢

¢ develop new services that meet changing member needs on a timely and cost-effective basis.

In particular, we must provide subscribers with the appropriate products, services and guidance to best
take advantage of the rapidly evolving Internet. Our failure to respond in a timely and effective manner
to new and evolving technologies could have a negative impact on our business.

Our ability to compete will also depend upon the continued compatibility of our services with
products offered by various vendors. Although we intend to support emerging standards in the market
for Internet access, industry standards may not be established. Moreover, if industry standards are
established, we may not be able to conform to these new standards in a timely fashion. Qur
competitors may develop services and technologies that will render our services or technology
noncompetitive or obsolete.

We are also at risk to fundamental changes in the way customers access the Internet. Currently,
most customers access Internet services through computers connected by telephone lines. However,
several companies have developed cable television modems that transmit data at substantially faster
speeds than the modems that our subscribers and we use. We must develop new technology or modify
our existing technology to accommodate new and faster sources of Internet access, including cable
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television modems, screen-based telephones, wireless products, televisions, and other consumer

electronic devices. We may not succeed in adapting our Internet access business to new and faster
access devices.

Our business may also be affected by problems caused by computer viruses, security breaches and
other inappropriate uses of our network, such as e-mail “spamming.” Alleviating these problems and
developing technology to prevent these problems may cause interruptions, delays or cessation in service
to our members, which could cause them to terminate their membership or assert claims against us.

Any decline in our member retention levels or our prices will adversely affect us

Our new member acquisition costs are substantial relative to the monthly fees we charge.
Accordingly, our long-term success largely depends on our retention of existing members. While we
continue to invest significant resources in our infrastructure and technical and member support
capabilities, it is relatively easy for Internet users to switch to competing providers. Consequently, our
investments may not help member retention. Any significant loss of members will substantially decrease
our revenue and cause our business to suffer.

As a result of competitive pricing pressures in the market for Internet services, we reduced the
prices we charge our Internet customers during 1995, 1997 and 1998. We expect that continued price
pressures may cause us to reduce prices further in order to remain competitive, and we expect that
such further price reductions could adversely effect our results of operations, unless we can lower our
costs commensurate with such price decreases.

Our business depends on continued growth of the Internet

Our future success substantially depends on continued growth in the use of the Internet. Although
we believe that Internet usage and popularity will continue to grow as it has in the past, we cannot be
certain that this growth will continue or that it will continue in its present form. If Internet usage
declines or evolves away from our business, our growth will slow or stop and our financial results will

suffer.
If we fail to effectively manage our growth, our business will suffer

Our rapid growth has and will place a significant strain on our managerial, operational, financial
and information systems resources. To accommodate our increasing size and manage our growth, we
must continue to implement and improve these systems and attract, train, manage and retain qualified
employees. These demands will require us to add new management personnel and develop new
expertise. In order to successfully integrate newly acquired assets and continue to implement a
nationwide strategy and network, we must;

* closely monitor service quality, particularly through third-party “POPs™;

* acquire and install necessary equipment and telecommunications facilities;

* create and implement marketing strategies in new and existing markets;

* employ qualified personnel to provide technical and marketing support for new sites; and

* continue to expand our managerial, operational, and financial resources to support expansion.

Although we are taking steps to manage our growth effectively, we may not succeed. If we fail to
successfully manage our growth, our ability to maintain and increase our member base will be impaired
and our business will suffer.
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We are subject to risks associated with acquisitions

Since January 1998, we have acquired the stock or assets of eight companies. As part of our
long-term business strategy, we continually evaluate strategic acquisitions of businesses and subscriber
accounts. Acquisitions often involve a number of special risks, including the following:

* we may experience difficulty integrating acquired operations and personnel;
* we may be unable to retain acquired subscribers;
* the acquisition may disrupt our ongoing business;

© we may not be able to successfully incorporate acquired technology and rights into our service
offerings and maintain uniform standards, controls, procedures, and policies;

* the businesses we .acquire may fail to achieve the revenues and earnings we anticipated;

* we may ultimately be liable for contingent and other liabilities, not previously disclosed to us, of
the companies that we acquire; and )

* our resources may be diverted in asserting and defending our legal rights.

We may not successfully overcome problems encountered in connection with potential future
acquisitions. In addition, an acquisition could materially adversely affect our operating results by:

* diluting your ownership interest;
¢ causing us to incur additional debt; and

» forcing us to amortize expenses related to goodwill and other intangible assets.
Any of these factors could have a material adverse effect on our business.

We have been sued for an alleged breach of a merger agreement

In June 1998, we announced that we had entered into a merger agreement to acquire Internet
Communications Corporation. On October 13, 1998, we announced that we had terminated the merger
agreement due to, among other things, Internet Communications Corporation’s failure to satisfy certain
obligations under the merger agreement. On October 14, 1998, Internet Communications Corporation
filed a lawsuit against us in Denver District Court claiming $30 million in damages and alleging, among
other things, that we breached the merger agreement and had made misrepresentations to them with
respect to the proposed merger transaction. We have filed several counterclaims against Internet
Communications Corporation. Our counterclaims allege that the merger failed because of the actions
and misrepresentations of Internet Communications Corporation and its agents. We are seeking
damages in excess of $175 million. We believe Internet Communications Corporation’s claims are
without merit, and intend to conduct a vigorous defense. We also intend to vigorously pursue our
counterclaims against Internet Communications Corporation. However, we may not prevail in our
defense or in any counterclaims. We hope that we can resolve the dispute without the necessity for a
trial, but we may not succeed. If the dispute cannot be resolved quickly, we will incur additional
litigation costs and the litigation may hamper our ability to obtain additional financing. An unfavorable
outcome could have a material adverse affect on our business.
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Our success depends, in part, on the capacity, reliability and security of our network infrastructure,
Network capacity constraints have occurred in the past and may occur in the future, in conmection with:

* particular dial-up POPs affecting only members attempting to use that particular point of
presence;

* system-wide services, such as e-mail and news services, which can affect all members,

performance,

Damage or failure of our system could have an adverse effect on our business

We must protect our infrastructure against fire, earthquakes, power loss, telecommunications
failure, computer viruses, security breaches and similar events. We do not currently maintain a

long distance telecommunications companies and regional Bell operating companies, we are dependent
upon these companies for physical repair and maintenance of the leased lines. Although we maintain
multiple carrier agreements to reduce the risk of loss of operations from damage, power failures,
telecommunications failures and similar events, the occurrence of a natural disaster or other
unanticipated problems at our network operations center or any of our POPs may cause interruptions
in the services we provide. In addition, failure of our telecommunications providers to provide the data
communications capacity we require as a result of a natural disaster, operational disruption or for any
other reason could cause interruptions in the services we provide. Any damage or failure that causes

interruptions in our operations could have a material adverse effect on us.

Our network is subject to security risks

the sending of excessive volumes of unsolicited bulk e-mail, could lead to interruptions, delays, or
cessation of services to our subscribers, :

Third parties could also potentially jeopardize the security of confidential information stored in
our computer systems or our subscribers’ computer systems by their inappropriate use of the Internet,
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which could cause I3sses to our subscribers or us or deter potential customers from subscribing to our
services. Inappropriate use of the Internet includes attempting to gain unauthorized access to
information or systems, commonly known as “cracking” or “hacking.” Although we intend to continue
to implement security measures, “hackers” have circumvented such measures in the past, and others
may be able to circumvent our Security measures or the security measures of our third-party network
providers in the future,

To fix problems caused by computer viruses or other inappropriate uses or security breaches, we
may have to interrupt, delay, or cease service to our subscribers, which could have a material adverse
effect on our business. In addition, we expect that our subscribers will increasingly use the Internet for
commercial transactions in the future, Any network malfunction or security breach could cause these
transactions to be delayed, not completed at all, or completed with compromised security. As a result,
subscribers or others may assert claims of Lability agansi us. Further, untii more comprehensive
security technologies are developed, the security and privacy concerns of €xisting and potential
subscribers may inhibit the growth of the Iuteinet service industry in general and our subscriber base
and revenue in particular,

We are dependent on telecommunications carriers and other suppliers

We rely on traditional telecommunications carriers to transmit our traffic over local and long
distance networks. These networks may experience disruptions and capacity constraints that are not
easily remedied. We may have no means of replacing these services. In addition, local phone service is
sometimes available only from one telephone company. The benefits of competition and alternative
sources of supply are not present in these markets.

sources of supply, we could experience delays and increased costs in expanding our network
infrastructure, difficulty in providing our services and the loss of dissatisfied customers.

We may not successfully protect our proprietary rights or avoiding claims that we infringe the propr'ietaty
rights of others

Our success is dependent in part on our technology and other proprietary rights. To protect our
rights, we rely on a combination of copyright, trademark, patent and trade secret laws and contractual
restrictions. We cannot be sure that these steps will be adequate to prevent misappropriation or
infringement of our intellectual property. Nor can we be sure that competitors will not independently
develop technologies that are substantially equivalent or superior to our proprietary property and
technology.

In our industry, competitors often assert intellectual property claims against one another. The
success of our business depends on our ability to assert and defend our intellectual property rights.
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Managemeat’s majority ownership of our stock allows them to exercise significant control over Rocky
Mountain Internet and may prevent you from realizing a premium return

As a controlling stockholder, Mr. Hanson also has the power to approve or reject significant
Ccorporate matters, such as mergers, acquisitions and other change-in-control transactions. Mr. Hanson’s
controlling interest could make it more difficult for a third party to acquire us, even if the acquisition
would be heneficial to you. You may not realize the premium return that stockholders may realize in
conjunction with corporate takeovers.

Market price of our stock may fall if other security holders sell their stock

Our stock price is highly volatile

In the past, our common stock and publicly traded warrants have traded at volatile prices. We

¢ that the market prices will continue to be subject to significant fluctuations due to various
factors and events that may or may not be related to our performance. If the market value of our
common stock decreased substantially, we could be delisted from the Nasdaq National Market.
Consequently, you could find jt difficult or impossible to sell your stock or to determine the value of
your stock,

Our financial results may fluctuate significantly because of several factors, many of which are
beyond our control. These factors include:

* costs associated with gaining and retaining members and capital expenditures for upgrading our
Systems and infrastructure;

* timing and market acceptance of new and upgraded Internet service introductions, technologies
and services by us and our competitors;

* loss of subscribers, seasonal fluctuations in demand for our services;
* downward pressure on prices due to increased competition;
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* changes in our operating expenses, including telecommunications costs; and
* effect of potential acquisitions.

Fluctuations caused by these and other factors could cause our business to suffer.

We have no intention to pay dividends

We have never paid any cash dividends on our common stock. We currently intend to retain all
future earnings, if any, for use in our business and do not €xpect to pay any dividends in the
foreseeable future.

We may become subject to burdensome government regulation

We provide Internet services through data transmissions over public telephone lines and cable
networks. The FCC governs these transmissions and establishes charges and terms for communications.

The Federal Telecommunications Act of 1996 imposed fines on Internet service providers, in part,
for providing access to indecent and obscene services. The United States Supreme Court found this

proposals, these provisions, if enacted and upheld, could expose ISPs such as Rocky Mountain Internet
to liabilities.

Additional laws and regulations may be adopted with respect to the Internet, covering issues such
as Universal Service Fund Support payments, content, user privacy, pricing, libel, obscene material,
indecency, gambling, intellectual property protection and infringement and technology export and other
controls. Other federal Intemet-related legislation has been introduced which may limit commerce and
discourse on the Internet. The FCC currently is considering:

* whether Internet service providers are regulated telecommunications providers;
* whether Internet service providers are required to contribute to the Universal Service Fund; and
* how various companies in the Internet and telecommunications industries should be classified.

If we are unable to retain key executives, our business will be adversely affected

information Systems, financial and executive personnel. We are especially dependent on the continued
services of our senior management team, particularly Douglas H. Hanson, our Chief Executive Officer
and Chairman of the Board of Directors, and Mary Beth Vitale, our President and Chief Operating
Officer. The loss of Mr. Hanson, Ms. Vitale or other senior managers could have a materially
detrimental effect on us. Ms, Vitale is the only executive with an employment agreement. All other
members of our senior Mmanagement team can terminate their employment at any time. We do not
maintain key person life insurance on any of our personnel, If we fail to attract, hire or retain the
necessary personnel, or if we lose the services of any member of our senior management team, our
business could be adversely affected.




Our failure.to ensure that our systems or our customers and suppliers systems are Year 2000 compliant
could lead to a major system failure that could adversely affect our business

Our failure, or the failure of third parties on which we rely, to adequately address Year 2000
readiness issues could result in an interruption, or a failure, of sorme normal business activities or
operations. Presently, we believe that the primary risks that we face with regard to the Year 2000 are
those arising from third party services or products. In particular, we depend heavily on a significant
number of third party vendors to provide both network services and €quipment. A significant Year

effect on our business,

Furthermore, we have not developed a Year 2000 contingency plan to identify and address .
significant Year 2000 risks,

ITEM 2. DESCRIPTION OF PROPERTIES

Our corporate headquarters is located in Denver, Colorado at 999 Eighteenth Street, Suite 2201,
where the executive, sales and marketing and administrative functions exist. We lease approximately
31,314 square feet in Denver under a lease that expires August 31, 2005. This lease replaces the lease

on the former headquarters location in Denver, Colorado at 1099 18 Street, Suite 300. The same




Springs that is teased until January, 2000. RMI also has leased POP locations in Colorado Springs,
Denver, Grand Junction, Loveland, and Pueblo, Colorado. Through third-party contracts, we lease
three additional POP locations in Burlington, Durango, and Montrose, Colorado. With the acquisitions
of InternetNow, DataXchange, Unicom, Stonehenge and Application Methods we have assumed
operating leases for office locations in Phoenix, Arizona, Walkersville, Maryland, Overland Park,
Kansas, Englewood, Colorado and Seattle, Washington. We do not own any real estate.

ITEM 3. LEGAL PROCEEDINGS

In June 1998, we announced that we had entered into a merger agreement to acquire Internet
Communications Corporation (“ICC”). The closing of the acquisition was subject to various closing
conditions, and the merger agreement contzined certain rights of tertaination. On October 13, 1998, we
announced that we had terminated the merger agreement due to, among other things, ICC’s failure to
satisfy certain obligations under the merger agreement. On October 14, 1998, ICC filed a complaint
against Rocky Mountain Internet in Denver District Court claiming $30 million in damages and
alleging, among other things, that we had breached the merger agreement and had made certain
misrepresentations to ICC with respect to the merger transaction. We believe ICC’s claims to be
without merit and intend to vigorously defend such action and to assert counterclaims against ICC;
however, there can be no assurance that we will prevail in our defense or counterclaims.

On November 30, 1998, we filed an answer to the ICC complaint denying their material
allegations, asserting a number of affirmative defenses, and disputing their right to any recovery on any
of the claims asserted. In addition, we filed a counterclaim against ICC seeking over $175.0 million in
damages as a result of ICC’s wrongful acts that led to the failure of the proposed high yield debt
offering in 1998 and the failure of the proposed merger agreement with ICC.

On February 24, 1999, the Denver District Court granted a motion filed by Rocky Mountain
Internet, and disqualified the law firm of Holme Roberts & Owen, LLP (HRO) from continuing to act
as litigation counsel for ICC in the lawsuit. The Court agreed with Rocky Mountain Internet that
because HRO had acted as transaction counsel for ICC in the high yield debt offering and the
proposed merger, and therefore was a potential material witness and material actor in the underlying
activities, it would be inappropriate for HRO to seek to act as trial counsel in the same proceeding
where it might be required to serve as a witness or potentially be drawn into the proceedings in some
other way.

We are hopeful that we can resolve the dispute with ICC without the necessity for a trial; however,
there can be no assurance as to our ability in this regard. In the event that the dispute cannot be
resolved expeditiously, we expect that we will incur additional costs and expenses as a result of the
litigation and that the litigation may hamper our ability to obtain additional financing. As a result of
the termination and the related financing transactions that were not completed, we incurred costs,
expenses and related fees of $6.1 million, a portion of which are in dispute. Of this amount,
approximately $4.2 million relates to a non-cash item related to warrants issued by Rocky Mountain
Internet,

We are a party to certain smaller court proceedings, but none of those has the current ability to
expose the Company to greater than $25,000 in damages, or costs and expenses.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not applicable.
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- PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Our common stock is traded on the Nasdaq National Market under the symbol “RMII” and our
warrants are traded on the Nasdaq National Market under the symbol “RMIIW.”

The following table sets forth the closing high and low closing prices of our common stock as
reported on the Nasdaq SmaliCap Market through March 4, 1999 and on the Nasdaq National Market
from March 5, 1999 through March 29, 1999,

Stock Price

19_97 High Low
First Quarter............. ... . $2.750 $1.125
Second Quarter ... ... .: D I I T $3.250 $1.87s
Third Quarter .......... .. ... [l $2.625 $2.000
Fourth Quarter ......... . ... . .. I 1l $3.125 $237s
1998
First Quarter .. ... o L $ 5.188 $1.875
Second Quarter ................. . ... ... $11.750 35313
Third Quarter ................. . .. .. $18.500 $8.000
Fourth Quarter ...... ... ... . . .. . e $28.500 $7.000
1999
First Quarter

(January I-March 29) ....................... ... $14.063 $10.500

growth, we do not anticipate paying any cash dividends in the foreseeable future.

For a description of unregistered securities issued by Rocky Mountain Internet in 1998, refer to
Notes 7, 10 and 11 of the Notes to Consolidated Financial Statements. In each of these transactions,
we relied on the exemption from registration provided by Rule 506 of Regulation D and Section 4(2)
of the Securities Act of 1933,
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL INFORMATION

The following is a summary of selected consolidated financial data of the Company as of and for
the five years ended December 31, 1998. This data should be read in conjunction with “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and the Company’s
Consolidated Financial Statements and the Notes thereto appearing elsewhere in this document,

1998 1997 1996 1995 1994

Statement of Operations Data:
Revenues............... .. .. $ 10,087,015 36,127,111 § 3,281,579 $1,179,325 % 253,806
Operating loss ............... (10,478,162) (3,800,706) (2,281,194) (108,522) (40,720)
Netloss.................... (10,668,802) (4,152,853) (2,342,571) (128,799) (44,086)
Basic and diluted loss per share . . (1.39) 0.79) (1.03) 0.07) (0.02)
Balance Sheet Data:
Cash and cash equivalents . . . . .. $ 5729346 $1,053189 § 348978 § 274661 $ 36,470
Investments ............... .. —_ — 1,356,629 — —
Working capital (deficit) . ....... 1,986,513 (209,003) 370,884 (186,865)  (174,029)
Total assets ................. 24,681,801 5,082,119 5,540,167 924,603 249,818
Long temdebt ........... ... 493,963 904,627 1,134,380 904,627 51,745
Redeemable, Convertible Preferred

Stock ... 6,747,843

Total stockholders’ equity (deficit) . 11,817,614  2,083370 2317437 (169,036)  (43,143)
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ITEM 7. MANAGIEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

General

The following discussion of the results of operations and financial condition of Rocky Mountain
Internet, Inc. (the “Company”) should be read in conjunction with the Company’s Consolidated
Financial Statements and the Notes thereto included elsewhere in this Annual Report.

Results of Operations

Twelve Months Ended December 31, 1998 and 1997

Total Revenue

- The Company’s total revenue grew 65% from $6,127,000 to $10,087,000 for the twelve months
ended December 31, 1998 from the twelve months ended December 31, 1997. Revenue growth
performance is attributable to an increase in the number of the Company’s subscribers as a result of
more aggressive sales efforts and subscribers added by acquisition. The Company intensified its sales
efforts in 1998 versus 1997 by increasing the size of the sales force and by segmenting the sales team by
product group.

Communication Services Revenue

Tevenue was partially offset by the full-year impact of the adoption of a flat-rate-structure for dial-up
versus a usage based pricing structure. In addition, we added over 11,000 dial-up and 693 dedicated
access customers due to acquisitions in the Company’s fourth quarter.

Web Solutions Revenue

Web Solutions revenue grew from $1,051,000 in 1997 to $2,113,000 in 1998 for a 101% increase.
Web Solutions revenues are comprised of three major products: web site hosting, web site production
and web site marketing. Web site hosting accounted for $451,000 of revenue in 1997 and $601,000 in
1998 for an increase of 33% due to an increase in the number of hosted web sites as a result of the
addition of sales personnel. Web site production increased from $543,000 in 1997 to $1,287,000 in 1998,
for an increase of 137%. The increase in web site production revenue is primarily due to the
acquisition of Applications Methods, which accounted for $706,000 or 53% of the web production
revenue in 1998.

Gross Profit

gross profit for Communication Services was 56% of revenues from that segment for 1998 and 59% for
1997. Gross profit on Internet access decreased from 69% to 66% from 1997 to 1998 primarily as a



Selling, Gereral,"and Administrative Expenses

Total selling, general, and administrative expenses (“S G & A”) increased from approximately
$6,980,000 in 1997 to $9,184,000 in 1998 or an increase of 32%. This increase was partially the result of
higher payroll costs and benefits. Payroll and benefits costs increased 50% from $3,993,000 in 1997 to
$5,990,000 in 1998, as a result of increasing the Company’s headcount from 72 in December 1997 to
198 in December 1998. Outside services, which includes “temporary to hire” staff and professional
services increased 67% from $682,000 in 1997 to $1,139,000 in 1998. The Company hires many of the
technical support call center staff and the Web production staff on a “temp to hire” program, wherein

the new employee remains on the temporary employment agency’s payroll for approximately ninety
days.

Costs Related to‘ Unsuccessful Merger Attempt

In June 1998, the Company announced it had entered into a merger agreement to acquire Internet
Communications Corporation (“ICC”). The closing of the acquisition was subject to various closing
conditions, and the merger agreement contained certain rights of termination. On October 13, 1998,
the Company announced that it terminated the merger agreement due to, among other things, ICC’s
failure to satisfy certain obligations under the merger agreement. On October 14, 1998, ICC filed a
complaint against the Company in Denver District Court claiming $30.0 million in damages and
alleging, among other things, that the Company had breached the merger agreement and had made
certain misrepresentations to ICC with respect to the merger transaction. The Company believes ICC’s

against ICC; however, there can be no assurance that the Company will prevail in its defense or
counterclaims, The Company is hopeful that it can resolve the dispute with ICC without the necessity
for a trial; however, there can be no assurance as to the Company’s ability in this regard. In the event
that the dispute cannot be resolved expeditiously, the Company expects that it would incur additional
costs and expenses as a result of the litigation and that the litigation may hamper the Company’s ability

Depreéciation and Amortization ,

Depreciation and amortization increased from $887,000 in 1997 to $1,789,000 in 1998 for an '
increase of 102%. The increase was due to higher goodwill amortization associated with the Company’s
acquisition of six companies during 1998,

Interest Expense

Interest expense decreased from $402,000 for the year ended December 31, 1997 to $320,000 for
the year ended December 31,1998, The decrease is due to lower long-term debt and capital lease
obligations in 1998 compared to 1997,

Other Income

The Company reported other expense of $5,000 for the year ended December 31, 1997 and
$78,000 of other income for the year ended December 31, 1998. The increase is due to the higher
collection of late charges.
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- Twelve Months Ended December 31, 1997 and 1996

Total Revenue

For the year ended December 31,1997, the Company’s revenue grew 87% to $6,127,000 compared
to $3,282,000 for the year ended December 31, 1996. The total number of customers grew from 9,800
to 11,000 during the same periods representing an increase of 12%. Revenues exclusive of equipment
sales grew at 108%. Revenues grew at a faster rate than customer count due to a focus on commercial
customers with higher monthly billing rates and from increases in Web production and hosting and
equipment sales. The increase in Customer count was also partially offset by approximately 1,050
deletions resulting from the termination of a contract with Zero Error Networks. The Company
transferred an additional 390 customers to Zero Error Networks effective January 1, 1998,

Communication Services Revenue

Communication Service Trevenue grew 77% from $2,862,000 in 1996 to $5,076,000 in 1997, Dial-up
service revenue increased from $1,465,000 in 1996 to $2,360,000 in 1997 for a 61% increase due to

selling team. Dedicated access increased 197% from $689,000 in 1996 to $2,048,000 in 1997. This
increase is the result of the creation of a full time sales staff focused on the dedicated product line and
the continuing growth in demand for higher-speed internet connectivity.

Web Solutions Revenue

Web Solutions revenues are composed of Web site hosting and Web site production. Web site
hosting accounted for $240,000 in 1996 and $479,000 in 1997 of revenue for an increase of 100%. The

outside programming costs were incurred in 1997.

General, Selling and Administrative

Sales and marketing expenses consisting of advertising, promotion, attendance at trade shows,
printing, and finders fees increased from $211,000 in 1996 to $ 286,000 in 1997 or 35%. The Company
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General and administrative expenses increased from approximately $3,683,000 in 1996 to
approximately $6,611,000 in 1997 or 80%. General and administrative costs consist of personnel
(excluding sales and marketing personnel), physical facilities, professional services and other related
administrative expenses. Significant items are discussed below.

Payroll costs increased 41% from $2,138,000 for the year ended December 31, 1996 to $3,024,000
for the year ended December 31, 1997 (not including sales and marketing personnel compensation
discussed above). The Company had 55 employees at the end of 1996 and 67 employees at the end of
1997 in all areas of the Company including administration, technical support, development, and senior
management (excluding sales and marketing). The 1997 total expense includes $128,000 of
compensation expense in regards to options granted to Mr. Douglas H. Hanson as discussed elsewhere
in this report. o : '

Facilities rent expense was $172,000 for 1996 and increased 156% to $441,000 in 1997. This
increase is principally the result of 2 move in late 1996 to new corporate headquarters, which consists
of leased office space of approximately 19,500 square feet of space including a data center comprised

term. A one-time charge of approximately $58,000 has been recorded in 1996 for commission expense
on the transaction as well as the difference between the sub lease rate and the existing lease rate.

The Company experienced an increase in communications expense from $197,000 for the year
ended 1996 to $261,000 for the year ended 1997 or 32%. These expenses included local telephone
service, cellular phones and pager costs and long distance telephone expenses. The Company uses
multiple “800” phone numbers to provide technical support, customer support, and sales order
processing to its growing base of customers,

Legal and accounting expenses increased from $77,000 in 1996 to $218,000 in 1997 or an increase
of 183%. This increase resulted from the first full year of filing quarterly and annual reports with the
Securities and Exchange Commission, due diligence work performed in regards to the investments by
Mr. Hanson, and negotiations in regards to the terminations of employees, and preparation of the
proxy statement.

Outside services, which includes “temp to hire” staff and professional services, increased 192%
from $150,000 to $438,000 from 1996 to 1997. The Company hires many of the technical support call
center staff and the Web production staff on a “temp to hire” program wherein the new employee’
remains on the temporary employment agency’s payroll for approximately ninety days. This allows the
staff to be fully evaluated prior to becoming a full time Company employee.

During 1997, the Company incurred one time expenses for: a write-off of costs incurred in Grand
Junction and Burlington, Colorado for development of third party marketing agreements in the amount
of $45,000, a write down of inventory for sale in the amount of $23,000, and expense of $318,000
relating to termination of employees

Effects of Inflation
Historically, inflation has not had a material effect on the Company.,

Liquidity and Capital Resources

For the year ended December 31, 1998, the Company’s cash used in operations was $2.6 million as
compared to $3.3 million for the year ended December 31, 1997. The decrease in cash used in
operations primarily resulted from lower working capital requirements in 1998 offsetting increased
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operating losses. The Company expects to continue to have operating cash flow deficiencies for the
near future as it develops and expands its business,

For the year ended December 31, 1998, the Company used $0,7 million in investing activities
whereas $0.9 million were provided from investing activities for the year ended December 31, 1997.

This change was primarily due to increased capital expenditures in 1998 and the company not receiving
proceeds from the maturity of investment securities in 1998 as it did in 1997,

Cash provided by financing activities increased in 1998 compared to 1997 as a result of increased
proceeds from the sale of the Company’s preferred stock, common stock and common stock warrants,
In 1998, the Company received $9.6 million in net proceeds from the sale of these stock instruments
whereas only $3.5 miilion was received in 1997, :

Company’s Series B Redeemable, Convertible Preferred Stock issuance,

Preferred Stock may be redeemed at the option of the holders if the Company’s common stock ceases
to be traded on either the NASDAQ, NASDAQ Small Cap, NYSE or the AMEX stock exchanges, if
the Company is unable to convert the shares into common stock upon a requested conversion or if the
Company is merged into another entity where the Company’s voting stockholders do not collectively
Own greater than 519 of the merged entity.

100,000 shares of common stock with an exercise price of $12.20, subject to adjustment, exercisable
over the next five years, to certain brokers in connection with the transaction. The Company has agreed
to register the common stock issuable upon conversion of the Series B Preferred Stock and the exercise
of the warrants pursuant to registration rights agreements.

The Company has cash and cash equivalents of $5.7 million at December 31, 1998. Management
estimates that, based upon its current expectations for growth, the company will require additional
funding of up to $20 million through the end of 1999 for the execution of its current business plan
including the financing of its anticipated capital expenditures and operating losses. In addition to
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current operating funds, along with these additional financing sources, will be sufficient to fund its cash
requirements for at least the next 12 months,

The Company issued warrants to its Chief Executive Officer to purchase 4,000,000 shéres of the
Company’s common stock at an exercise price cf £1.90 per share, subject to adjustment, ‘in
October 1997. These warrants are scheduled to expire on September 22, 1999, if not exercised earlier.

and retirement of debt, which might impact the Company’s liquidity requirements or cause the
company to issue additional equity or debt securities. There can be no assurance that financing will be
available in amounts or on terms acceptable to the company, if at all. Should the Company be
unsuccessful in its efforts to raise capital it may be required to modify or curtail its plans for growth.

Year 2000 Issues

Rocky Mountain Internet is preparing its systems and applications for the Year 2000. Various
problems may result from the improper processing of dates and date-sensitive calculations by
computers and other machinery as the year 2000 is approached and reached. These problems arise
from the fact that most of the world’s computer hardware and software have historically used only two
digits to identify the year in a date. If the computer systems cannot distinguish between the year 1900
and 2000, system failures or other computer errors could result.

State of Readiness

The Company has established a Y2K Committee to coordinate appropriate activity and a reporting
structure to the Board of Directors on a monthly basis with regard to the Year 2000 issue. This

patches that will make this software compliant by year-end. Internal MIS Systems that handle
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the network element_s passed the Y2K compliance test, while 14% failed. Of the 14% of elements that
failed, and therefore were not Y2K compliant, the Company has upgraded all but one piece of
€quipment to be Year 2000 compliant. The remaining piece will pe replaced no later thap

Subsequent testing will indicate what modifications or replacements will be necessary for the
Company to be internally Year 2000 ready.
The Company js
costs will not ex to $200,000. The estimates for the costs of the Year 2000 Program

interruption in, or 3 failure of, certain normal business activities Or operations. Presently, however, the
Company perceives that its most reasonably likely worst Case scenario related to the Year 2000 is ’
associated with potentjal concerns with third party services or products, The Company is dependent on

Conlingency Plans

Due to the current phase in which the Company is in of jts Year 2000 analysis, the Company is
Currently unable at this time to fully assess its risk and determine what contingency plans, if any, need
to be implemented by the Company. The Company’s primary concern, at this point, is with its third
party communicationg providers. These service providers are conducting their own assessments of their
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Year 2000 readiness. The Company expects that these third party vendors will be Year 2000 ready.
However, any failure by third party vendors to resolve any Year 2000 issues on a timely basis or in a
manner that is compatible with the Company’s systems could have a material adverse effect on the
Company. Preliminary indications are, however, that the Company’s third-party providers are, or will
be, Year 2000 compliant.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

The Company does not have any derivative financial instruments as of December 31, 1998. The
Company’s interest income and expense are sensitive to changes in the general level of interest rates.
In this regard, changes in interest rates can affect the interest earned on the Company’s cash
equivalents. The Company’s long-term debt has fixed interest rates and the fair value of these
instruments is affected by changes in market interest rates. To mitigate the impact of fluctuations in
interest rates, the Company generally enters into fixed rate investing and borrowing arrangements. As a
result, the Company believes that the market risk arising from holdings of its financial instruments is
not material.
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Report of Independent Auditors

The Board of Directors and Stockholders
Rocky Mountain Internet, Inc,

We have audited the accompanying consolidated balance sheet of Rocky Mountain Internet, Inc. as
of December 31, 1998, and the related consolidated statements of operations, stockholders’ equity and
cash flows for the year ended December 31, 1998. Our audit also included the financial statement

responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements and schedule based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

1998 in conformity with generally accepted accounting principles. Also, in our opinion, the related
financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information set forth therein.

/s/ ERNST & YOUNG LLP

Denver, Colorado
March 26, 1999
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Independent Accountants’ Report

Board of Directors
Rocky Mountain Internet, Inc,
Denver, Colorado

We have audited the accompanying consolidated balance sheet of Rocky Mountain Internet, Inc. cs
of December 31, 1997 and the related consolidated statements of operations, stockholders’ equity
(deficit) and cash flows for each of the two years in the period ended December 31, 1997. Our audit
also included the financial statement schedule listed in the Index at Item 14(a). These financial
statements and schedule are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Rocky Mountain Internet, Inc. as of December 31, 1997, and
the results of its operations and its cash flows for each of the two years in the period ended
December 31, 1997 in conformity with generally accepted accounting principles. Also, in our opinion,
the related financial statement schedule, when considered in relation to the basic financial statements
taken as a whole, presents fairly in all material respects the information set forth within,

/s BAIRD, KURTZ & DOBSON

Denver, Colorado
February 27, 1998
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ROCKY MOUNTAIN INTERNET, INC.
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 1998 AND 1997

1998 1997
ASSETS
CURRENT ASSETS
Cashand cashequivalents . ........................... ... ... .. $ 5,729,346 S 1,053,185
Trade receivables, less allowance for doubtful accounts; 1998—$265,000; 1997—

SI76000 ..o 1,598,479 672,094
Inventories ......... ... . . . 56,440 46,945
Other. ... 224,629 112,891

Total Current Assets . . ... i i 7,608,894 1,885,119

PROPERTY AND EQUIPMENT, net (Note ) 3,540,400 2,649,649
Goodwill, net of accumulated amortization of $839,210 and $112,590, respectively ... 13,101,814 470,096
Other . ... 430,693 77,255

Totalassets .. ... ... $24,681,801 $ 5,082,119

LIABILITIES AND STOCKHOLDERS’ EQUITY

CURRENT LIABILITIES
Accounts payable . . ... ... L $2,280,101 $ 581,366
Current maturities of long-term debt and capital lease obligations (Note 3) ...... 915,211 609,390
Deferredrevenue . .. ..... ... ... ... ... ... .. .. ... 513,167 345,857
Accrued payroll and related taxes . . ... ... .. 302,660 182,569
ACCTUCd €XPENSES . . . .. .\ttt 1,611,242 374,940
Total Current Liabilities . ... ......................... ... ... .. .. 5,622,381 2,094,122
LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS Note3)........... 493,963 904,627
Total liabilities ... ... ... 6,116,344 2,998,749

REDEEMABLE, CONVERTIBLE PREFERRED STOCK: (Note 7)
Series B, $.001 par value; 9,600 shares authorized, 8,000 shares issued and ’
outstanding (liquidation preference of $8,000,000), net ................. .. 6,747,843 —

COMMITMENTS AND CONTINGENCIES (Note 4)

STOCKHOLDERS’ EQUITY
Series A Preferred stock, $.001 par value; 750,000 shares authorized, 0 and 40,000

shares issued and outstanding, respectively ... ... . ... . L L L. — 40
Common stock, $.001 par value; 25,000,000 shares authorized, 9,446,271 and

6,736,889 issued, respectively, 9,384,677 and 6,677,846 outstanding, respectively . . 9,384 6,677
Additional paid-in capital ... ... ... .. ... 29,257,415 9,206,780
Accumulated deficit ... ... .. ... L (17,449,185)  (6,747,050)

— (383,077)
11,817,614 2,083,370
$24,681,801 S 5,082,119

See Notes to Consolidated Financial Statements
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ROCKY MOUNTAIN INTERNET, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

YEARS ENDED DECEMBER 31, 1998, 1997 AND 1996

1598 1997 1996
Revenue

Communication Services . ................ ... .. . $ 7974449 5,075,997 $ 2,861,530
Web Solutions ............... ... . ... ... " 2,112,561 1,051,114 420,049
10,087,010 6,127,111 3,281,579

Cost of revenue earned
Communication Services ................ ... ... . 3,470,933 2,060,315 1,098,525
Web Solutions .............. .. ... ... ... 50,589 — 5,142
3,521,522 2,060,315 1,103,667
Grossprofit ........... ... ... .. ... ... .. ... 6,565,488 4,066,796 2,177,912
General, selling, and administrative expenses ............ 9,184,032 6,980,217 4,184,900
Costs related to unsuccessful merger attempt . ........... 6,071,106 — —
Depreciation and amortization ............ ... ... . . 1,788,512 887,285 274,206
Operatingloss ................................ . (10,478,162) (3,800,706)  (2,281,194)

Other income (expense)
Interest expense ...................... ... .. .. .. (319,665) (402,086) (157,042)
Interest income.............. ... .. ... ... " 51,432 54,461 44,322
Other income (expense),met ................. ... .. 77,593 (4,522) 51,343
(190,640) (352,147) (61,377)
Netloss..... .. . .. . ... .. ... .. .. . .. ... (10,668,802)  (4,152,853) (2,342,571)
Preferred stock dividends .............. .. .. ... 33,333 26,875 25,000
Net loss applicable to common Stockholders ............ $(10,702,135) $(4,179,728) $(2,367,571)
Basic and diluted loss per common share. . ............. 3 (1.39) § 0.79) $ (1.03)
Weighted average common shares outstanding . .......... 7,690,000 5,268,000 2,295,000

See Notes to Consolidated Financial Statements
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ROCKY MOUNTAIN INTERNET, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 1998, 1997 AND 1996

1998 1997 1996
CASH FLOWS FROM OPERATING ACTIVITIES
Netloss . ... .. i, $(10,668,802) $(4,152,853) $(2,342,571)
[tems not requiring cash:
Depreciation .............c.ieunr i, 1,062,892 196,491 88,162
Amortization ........... . L 725,620 ' 690,794 186,044
Loss on disposal of fixed assets ..................... — 13,128 —
Issuance of warrants for services related to unsuccessful
1 4 4,161,618 — —
Stock option compensation . ................. .. .... 383,077 168,117 52,807
Stock contribution to pensionplan ................... 67,418 — —
-Changes in operating assets and liabilities net of effects from
acquired interests (Note 9):
Trade receivables ............................... (433,597) (140,067) (417,999)
Inventories . . .. ... .. ... ... ... . . .. ... . 37,032 44,102 (78,862)
Othercurrent assets .. ...........ouuunnnnn. .. (96,752) 33,119 (154,741)
Accounts payable . ............... 1,027,052 156,206 224,618
Deferredrevenue . ............ ... .. (181,542) 127,736 41,268
Accrued payroll and related taxes . .. ................. 120,091 (345,591) 443,208
Accrued eXpenses . .. ... ... 1,172,512 (85,896) 429,886
Net cash used in operating activities ................ (2,623,381)  (3,294,714)  (1,528,180)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment................... (638,813) (287,931) (900,235)
Purchase of investments . .......................... . — —  (1,756,629)
Proceeds from investments .......................... — 1,356,629 400,000
Cash paid for acquisitions, net of cash acquired (Note 9 ..... (40,878) (150,000) (70,478)
Net cash provided by (used in) investing activities . . . . . .. (679,691) 918,698  (2,327,342)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from sale of common stock and warrants . .. ...... 2,162,371 3,535,397 3,777,352
Proceeds from sale of preferred stock and related warrants, net 7,409,862 —_ 406,000
Proceeds from notes payable . . ....................... — 500,000 6,689
Proceeds from long-termdebt ... ..................... — 200,000 135,404
Payment of preferred stock dividend ................... — (26,875) (25,000)
Purchase of treasury stock. . ....................... .. (18,000) (78,000) —
Payments on notes payable .......................... — (504,250) (26,108)
Payments for deferred stock issuance costs ............... (322,423) — —
Payments on long-term debt and capital lease obligations . . . .. (1,252,581) (546,045) (344,498)
Net cash provided by financing activities ............. 7,979,229 3,080,227 3,929,839
INCREASE IN CASH AND CASH EQUIVALENTS. .......... 4,676,157 704,211 74,317
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR . . .. 1,053,189 348,978 274,661

CASH AND CASH EQUIVALENTS, END OF YEAR . . ... ... .. § 5,729,346 $ 1,053,189 S 348978

See Notes to Consolidated Financial Statements
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ROCKY MOUNTAIN INTERNET, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Nature of Operations

Rocky Mountain Internet (“the Company”) is a premier nationwide E-Business and
communications services provider for small- and medium-sized business enterprises, as well as dial-up
residential customers. The Company operates 11 Internet points of presence (“POPs™) in Colorado,
and through agreements with third-party providers, provides Internet access in 90 of the 100 largest
metropolitan statistical areas in the United States. The Company monitors and controls its network
through its Network Operations Center in Denver, Colorado. The Company also offers services through
its offices located in Alabama, Arizona, Illinois, Kansas, Maryland and Washington. The Company
intends to provide comprehensive nationwide communications services 1o its customers, including:

* dedicated Internet access;

* dial-up Internet access;

¢ IP Telephony;

* point-to-point private line;

* frame relay; and

* local and long distance telephone service.

The Company also offers its customers a full range of value-added Web Solutions services,
including web site hosting, web site production and marketing, e-commerce, and web training. In
addition, the Company is developing a mature Portal/Search Engine known as Infohiway, that provides
a variety of services for Internet users.

Principles of Consolidation

The financial statements include the accounts of the Company and its wholly-owned subsidiaries.
All significant intercompany accounts and transactions have been eliminated.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

Cash Equivalents

The Company considers all liquid investments with original maturities of three months or less to
be cash equivalents. At December 31, 1998 and 1997, cash equivalents consisted primarily of money
market accounts and commercial paper.
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NOTE 1: NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Financial Instruments and Concentrations of Credit Risk

Financial instruments, which potentially subject the Company to concentrations of credit risk
consist principally of cash and cash equivalents and trade accounts receivable.

The Company places its cash and temporary cash investments with quality financial institutions.
Concentrations of credit risk with respect to trade accounts receivable are limited due to the large
number of customers and markets which comprise the Company’s customer base. The Company
generally does not require collateral and receivables are generally due within 30 days.

The carrying amounts of financial instruments including cash and cash equivalents, accounts
receivable, accounts payable and accrued €xpenses approximated fair value because of the immediate or
short-term maturity of these instruments. The difference between the carrying amount and fair value of
the Company’s long-term debt is not significant.

Revenue Recognition .

The Company charges customers (subscribers) monthly access fees to the Internet and recognizes
the revenue in the month the access is provided. For certain subscribers billed in advance, the
Company recognizes the revenue over the period the billing covers. Revenue for other services
provided, including set-up fees charged to customers when their accounts are activated, or equipment
sales, are recognized as the service is performed or the equipment is delivered to the customer.

Cost of Revenue Earned

Communication Services cost of revenue earned consists of the cost of high speed data circuits and
telephone lines that allow customers access to the Company’s service plus Internet access fees paid by
the Company to Internet backbone carriers, Cost of revenue earned for Web Solutions consists solely
of outside services required for specific projects.

?

Property and Equipment

Depreciation and amortization of property and equipment are computed using the straight-line
method over the estimated useful lives of the assets, ranging from five to seven years. Certain -
equipment obtained through capital lease obligations are amortized over the life of the lease.
Improvements to leased property are amortized over the lesser of the life of the lease or life of the
improvements.

Long-lived Assets

The Company follows the provisions of the Financial Accounting Standards Board (“FASB™)
Statement of Financial Accounting Standards (“SFAS") No. 121 “Accounting for the Impairment of
Long-lived Assets and for Long-lived Assets to be Disposed Of.” Long-lived assets and certain
identifiable intangibles to be held and used by the Company are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. The Company continuously evaluates the recoverability of its long-lived assets based on
estimated future cash flows and the estimated liquidation value of such long-lived assets, and provides
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NOTE 1: NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

for impairment if such undiscounted cash flows are insufficient to recover the carrying amount of the
long-lived asset.

Advertising

The Company expenses advertising costs a§ incurred. During the years ended December 31, 1998,
1997 and 1996, the Company incurred $267,789, $274,726 and $167,565, respectively, in advertising
costs.

Other Assets

Other assets consists primarily of goodwill. The excess of the purchase price over the fair value of
net assets acquired in business acquisitions is recorded as goodwill and is being amortized on a straight
line basis over five years, The carrying value of goodwill is periodically reviewed and impairments, if
any, are recognized when expected future benefit to be derived from individual intangible assets is less

than its carrying value.

Inventories

Inventories consist of Internet access equipment and are valued at the lower of cost of market.
Cost is determined using the first-in, first-out (FIFO) method.

Net Loss Per Share

The Company follows the provisions of SFAS No. 128, “Eamings Per Share.” SEAS No. 128
provides for the calculation of “Basic” and “Diluted” earnings per share. Basic loss per share includes
no dilution and is computed by dividing income available to common stockholders by the weighted
average number of common shares outstanding for the period. Diluted loss per share reflects the
potential dilution of securities that could share in the earnings of an entity. All prior earnings per share
data has been restated to reflect the requirements of SFAS No. 128. The adoption of SFAS No. 128
required the Company to restate reported earnings per share for the year ended December 31, 1996.
As all of the Company’s stock options and warrants are antidilutive, basic and diluted loss per share
are the same for all periods presented herein,

Income Taxes

Deferred tax liabilities and assets are recognized for the tax effects of differences between the
financial statement and tax bases of assets and liabilities. For all periods presented, the Company’s net
deferred tax asset has been fully reserved with a valuation allowance.

Comprehensive Income
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NOTE 1: NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

Stock Compensation

The Company applies Accounting Principles Board (“APB”) Opinion 25, “Accounting for Stock
Issued to Employees,” and related Interpretations in accounting for all stock option plans. Under APB
Opinion 25, no compensation cost has been recognized for stock options granted to employees when
the option price equals or exceeds the market price of the underlying common stock on the date of
grant. SFAS No. 123, “Accounting for Stock-Based Compensation,” requires the Company to provide
pro forma information regarding net income (loss) as if compensation cost for the Company’s stock

stock option at the grant date by using the Black-Scholes option-pricing model. See Note 9 for required
disclosure.

Recent Accounting Pronouncements

In March 1998, the Accounting Standards Executive Committee issued Statement of Position 98-1
(“SOP 98-1™), Accounting for the Costs of Computer Software Developed or Obtained for Internal
Use. SOP 98-1 requires all costs related to the development of internal use software other than those

In April 1998, the American Institute of Certified Public Accountants issued SOP 98-5, Reporting
on the Costs of Start-Up Activities. SOP 98-5 is effective for the Company’s fiscal year ending
December 31, 1999. SOP 98-5 requires costs of start-up activities and organization costs to be expensed
as incurred. Adoption is not expected to have a material effect on the Company’s consolidated fm,ancial
statements.

In June 1998, the FASB issued SFAS No. 133 Accounting for Derivative Instruments and Hedging
Activities. SFAS No. 133 is effective for fiscal years beginning after June 15, 1999, SFAS No. 133
requires that all derivative instruments be recorded on the balance sheet at their fair value. Changes in

income, depending on whether a derivative is designed as part of a hedge transaction and, if it is, the
type of hedge transaction. The Company does not expect that the adoption of SFAS No. 133 will have
a material impact on its consolidated financial Statements because the Company does not currently hold
any derivative instruments.
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Management’s Plans

The Company has incurred a net loss of approximately $10.7 million, $4.6 million excluding the
loss recorded for the failed Internet Communications Company (“ICC”) merger (see note 4 for further
discussion of the failed merger), for the year ended December 31, 1998 and anticipates incurring a net
loss for the year ended December 31, 1999. Management of the Company intends to fund this
anticipated net loss by utilizing its existing cash resources, proceeds from a commitment letter, subject
to conditions, from an investor to purchase an additional $5.0 million of the Company’s Redeemable,
Convertible Preferred Stock and proceeds received from potential exercises of the Company’s
outstanding initial public offering and private placement warrants. Management believes these
resources will be adequate to fund its operating and capital requirements through at least January 1,
2000.

Reclassifications

Certain prior year balances have been reclassified to conform to the current year presentation.

NOTE 2: PROPERTY AND EQUIPMENT

1998 1997
Equipment. ... ... ... . . $4,151,719  $2,927,016
Computer software ... ..........oii it 699,330 218,801
Leasehold improvements. ............... ... ..o 185,935 190,235
Fumiture, fixtures, and office equipment ............. ..., 436,201 431,814
5,473,185 3,767,866
Less accumulated depreciation ......................... . .. .. .. .. 1,932,785 1,118,217

$3,540,400 $2,649,649

Equipment acquired under capital lease obligations had a cost of $2,540,855 and $2,291,092 and
accumulated depreciation of $1,222,577 and $681,597 at December 31, 1998 and 1997, respectively.
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NOTE 3: LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS

Long-term debt and capital lease obligations at December 31, 1998 and 1997, consisted of the
following:

1998 1997

Capital lease obligations payable to finance companies, due in monthly -

installments aggregating $87,938 including interest ranging from 9.5% to

33% through June 2002, collateralized by equipment. A former officer and

shareholder of the Company has guaranteed certain of the leases and one

of the leases restricts the payment of preferred stock dividends. . . . . . . . .. $1,336,939  $1,375,123
Notes payable to bank, due in monthly installments of $5,555 plus interest at

2% over the Bank’s index rate (5.75% at December 31, 1998) collateralized

by furniture and fixtures. .............. .. .0 72,235 138,894
1,409,174 1,514,017
Less current maturities .................. . ... 915,211 609,390

§ 493,963 § 904,627

Aggregate maturities required on long-term debt and obligations under capital leases at December
31, 1998, are as follows:

Long-term Debt Capital Leases Tﬁtal
Years ending December 31:

1999 $ 66,660 $1,048,704 31,115,364
2000 ... 5,575 417,977 423,552
2000 ... — 132,395 132,395
2002 ... — 6,315 6,315
2003 ... — — —
Thereafter ............. ... .. ... ... . ..." — — —
Total payments .............. ... ... ... . ... .. 72,235 1,605,391 1,677,626
Less amounts representing interest ................. — (268,452) (268,452)
Principal payments ........... ... ... ... .. ... 72,235 1,336,939 1,409,174
Less current maturities . ....... ... . . ... .. (66,660) (848,551) (915,211)

Total long-term debt . ................ ... .. . . $ 5575 $ 488,388 § 493,963

NOTE 4: COMMITMENTS AND CONTINGENCIES
Lease Comnmitments

The Company leases operating facilities and equipment under operating lease agreements expiring
through 2005. Certain of these lease agreements require the Company to pay operating expenses and
provide for escalation of annual rentals if the lessor’s operating costs increase.
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NOTE 4: COMMITMENTS AND CONTINGENCIES (Continued)

At December 31, 1998, the future minimum payments under these leases, exclusive of sublease
payments, are as follows:

Amount
Years ending December 31:

1999 $1,059,271
2000 . ..o 1,044,811
2001 ... 706,611
2002 ... 658,919
2003 ... 668,628
Thereafter. ......... ... ... L 1,114,380

$5,252,620

In February 1997, the Company subleased one of its operating facilities. The Company accrued a
loss of $58,073 as of December 31, 1996, as a result of this sublease. Minimum future rentals receivable
under this noncancellable operating sublease are $99,507, covering the period through January 2001,
which have not been deducted from the above future minimum payments.

Rent expense was $496,010, $538,625 and $240,720 for the years ended December 31, 1998, 1997
and 1996, respectively.

Letter of Credit

At December 31, 1998, the Company had an outstanding letter of credit in the amount of $100,000
to be used in case of default on its main operating facilities lease. The letter of credit was secured by
$117,000 currently invested in a money market account.

Litigation

In June 1998, the Company announced it had entered into a merger agreement to acquire Internet
Communications Corporation (“ICC”). The closing of the acquisition was subject to various closing
conditions, and the merger agreement contained certain rights of termination. On October 13, 1998,
the Company announced that it terminated the merger agreement due to, among other things, ICC’s
failure to satisfy certain obligations under the merger agreement. On October 14, 1998, ICC filed a
complaint against the Company in Denver District Court claiming $30 million in damages and alleging,
among other things, that the Company had breached the merger agreement and had made certain
misrepresentations to ICC with respect to the merger transaction. The Company believes ICC's claims
to be without merit and intends to vigorously defend such action and to assert counterclaims against
ICC; however, there can be no assurance that the Company will prevail in its defense or counterclaims.

On November 30, 1998, the Company filed an answer to the ICC Complaint denying their material
allegations, asserting a number of affirmative defenses, and disputing their right to any recovery from
the Company on any of the claims asserted. In addition, the Company filed a counterclaim against ICC
seeking over $175 million in damages for injuries suffered by the Company as a result of ICC’s
wrongful acts that led to the failure of the proposed high yield debt offering in 1998 and the failure of
the proposed merger agreement with ICC.,
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NOTE 4: COMMITMENTS AND CONTINGENCIES (Continued)

On February 24, 1999, the Denver District Court granted a motion filed by the Company, and
disqualified the law firm of Holme Roberts & Owen, LLP (HRO) from continuing to act as litigation
counsel for ICC in the lawsuit, The Court agreed with the Company that because HRO had acted as
transaction counsel for ICC in the high yield debt offering and the proposed merger, and therefore was

The Company is hopeful that it can resolve the dispute with ICC without the necessity for a trial;
however, there can be no assurance as to the Company’s ability in this regard. In the event that the
dispute cannot be resolved expeditiously, the Company expects that it would incur additional costs and

NOTE 5: BUSINESS ALLIANCES

The Company has entered into various contracts with unrelated entities to enable the Company to
provide customers Internet service within certain areas of Colorado. The unrelated entities own

cquipment in “points of presence” (POP) sites which the Company utilizes to provide service to -
Customers. The Company Pays a portion of the revenues (generally 50%) generated through the use of

$480,951 and $354,565 for the years ended December 31, 1998, 1997 and 1996, respectively, and are
included in “Communication Services” revenues in the accompanying consolidated statements of
operations. The payables to the unrelated entities for their portion of the aforementioned revenues of
$45,164 and $48,089 at December 31, 1998 and 1997, respectively, are included in accrued expenses in
the accompanying balance sheets.

NOTE 6: INCOME TAXES

Under the provisions of the Internal Revenue Code, the Company has available for federal income
tax purposes a net operating loss carryforward of approximately $14,236,000, which expires in the years
2010 through 2019. As a result of a change of control in 1997, a portion of these loss carryforwards
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may be limited pursuant to Internal Revenue Code Section 382. The tax effects of this and other
temporary differences related to deferred taxes were:

1998 1997
Deferred tax assets:
Net operating loss ................ . ... . . $5,892,000 $ 2,317,000
Deferred stock issuance costs ....... ... ... ... 285,000 —
Allowance for doubtful accounts ................. 85,000 66,000
Goodwill ... ... Il 171,000 42,000
Accrued expenses.......... . .. . 89,000 108,000

6,422,000 2,533,000

Deferred tax liabilities:

Capitalized software . ......... ... . . . . . (16,000) —
Accumulated depreciation.. . .., .. . ... . " (322,000) (101,000)
Net deferred tax asset before valuation allowance . . . ... 6,084,000 2,432,000
Valuation allowance ........... ... . . " (6,084,000) (2,432,000)
Net deferred tax asset ............ . ... . M — 3 —

The actual provisions (credits) for income taxes varied from the expected provision (computed by
applying the statutory U.S. federal income tax rates to loss before taxes) because the tax benefits of the
net operating losses for the periods ended December 31, 1998, 1997 and 1996, are offset by the
valuation allowance,

NOTE 7: PREFERRED STOCK
Sertes A Convertible

On April 26, 1996, the Board of Directors designated 250,000 shares of preferred stock as Series A
Convertible Preferred Stock (Series A Stock) and set the terms of the stock. The Series A Stock .
accrues cumulative dividends at the rate of 10% per annum. The dividends are payable quarterly to the
cxtent permitted by applicable law.

During 1998 and 1997, 40,000 and 210,000, respectively, shares of preferred stock were converted
into common stock. No shares of Series A Stock were outstanding at December 31, 1998,

Series B Redeemable, Converrible

The Company issued 8,000 shares of its Series B Redeemable, Convertible Preferred Stock
(“Series B Preferred Stock”) through a private placement which was completed on December 10, 1998.
The Company received $8 million in gross proceeds from the issuance of the Series B Preferred Stock
which was sold to two institutional investors, The Series B Preferred Stock provides for dividends at a
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Company at any time if the Company is in compliance with certain Covenants at a minimum
redemption price equal io 115% times the outstanding face amount plus accrued but unpaid dividends
and interest. In addition, the Series B Preferred Stock may be redeemed at the option of the holders if
the Company’s common stock ceases to be traded on either the NASDAQ, NASDAQ Small Cap,
NYSE or the AMEX stock exchanges, if the Company is unable to convert the shares into common
stock upon a requested conversion or if the Company is merged into another entity where the
Company’s voting stockholders do not collectively own greater than 51% of the merged entity.

In addition, the Company issued warrants to purchase 155,000 shares of common stock with an
exercise price of $13.21, subject to adjustment, exercisable at any time over the next five years, to the
purchasers of the Series B Preferred Stock and warrants to purchase 100,000 shares of common stock
with an exercise price of $12.20, subject to adjustment, exercisable over the next five years, to certain
brokers in connection with the transaction. The Company has agreed to register the common stock
issuable upon conversion of the Series B Preferred Stock and the exercise of the warrants pursuant to
registration rights agreements. The Company has attributed $662,019 of the proceeds from this issuance
to the value of these warrants,

NOTE 8: COMMON STOCK TRANSACTIONS
Public Offering

On September 5, 1996, the Company completed a public offering of 1,365,000 units at an offering
price of $3.50 per unit. Each unit consisted of one share of common stock and one warrant to purchase
one share of common stock at $4.375 per share for a 23-month period commencing October 5, 1997,
and prior to September 5, 1999. Under certain circumstances, the Company may redeem the warrants
at $.25 per warrant. Of these warrants, 1,089,368 were unexercised at December 31, 1998. Additionally,

nonaccountable expense allowance, and professional fees, amounted to $1,000,248, resulting in net
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amounted to $1,117,920 after deducting offering expenses of $124,080. The terms of the offering
requires the issuance of additional shares of common stock in the event the Company sells common

In connection with that offering, the Company agreed to issue to the placement agent warrants
(“Agent’s Private Offering Warrants”) to purchase units of securities, each unit consisting of two shares
of Common Stock and one common stock purchase warrant. The Company has issued to the placement
agent, for nominal consideration, 31,050 Agent’s Private Offering Warrants. The Warrants will be
exercisable for $4.00 per unit (consisting of two shares of common stock and one warrant to purchase
one share of common stock for $3.00) and will be exercisable for § years.

Reserved Shares

The Company has reserved 834,288 shares of its common stock for the public offering warrants
described earlier. The Company has also reserved 206,041 for its common stock option plans.
Stock Purchase Agreement

On October 1, 1997, the Chief Executive Officer of the Company acquired directly from the
Company 1,225,000 shares of the Company’s Common Stock and a warrant to purchase 4,000,000
(3,950,000 unexercised at December 31, 1998) shares of the Company’s Common Stock for $2,450,000.
The warrant is exercisable, in whole or in part, through September 22, 1999, at $1.90 per share.
NOTE 9: BENEFIT PLANS
Management Bonus Plan

The Company had a bonus plan during 1996 which entitled certain employees to receive a cash
bonus based upon achievement of specified levels of revenues by the Company for the year ended
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NOTE 9: BENEFIT PLANS (Continﬁed)
Stock Option Plans

options granted under the Plan. The Employee Plan is administered by the Board of Directors, which
i whom options are granted, the type, number, vesting schedule, exercise price,
and term of options granted. Under this plan both incentive and nonqualified options can be granted.

An aggregate of 18,000 shares of Common Stock are reserved for issuance under the Directors’
Plan, All nonemployee directors are automatically granted nonqualified stock options to purchase 1,500
shares initially and additional 1,500 shares for each subsequent year that they serve up to a maximum
of 6,000 shares per director.

In September 1997, the Company adopted the 1997 Stock Option Plan (1997 Plan). The 1997 Plan
provides for an authorization of 50,000 shares of Common Stock for issuance upon exercise of stock
options granted under the Plan. The 1997 Plan was established to issue the stock options discussed
under Management Bonus Plan.

In October 1997, the Company granted the Company’s Chief Executive Officer (see Note 8)
incentive stock options to purchase 191,385 shares of Common Stock at $2.6125 per share and
nonqualified stock options to purchase 408,615 shares of Common Stock at $1.00 per share, subject to
approval by the stockholders. ‘The options vest one year from the date of grant. Compensation of
$383,077 and $168,117 relating to the nonqualified stock options was recorded during the years ended
December 31, 1998 and 1997, respectively.

The Board of Directors has approved the 1998 Employees’ Stock Option Plan. This plan reserves
266,544 shares of Common Stock for issuance over the ten-year term of the plan.

In 1998, the stockholders of the Company approved the adoption of the Rocky Mountain
Internet, Inc. 1998 Non-Employee Directors’ Stock Option Plan (the “1998 Directors’ Plan”), effective
as of January 22, 1998, A total of 68,000 shares of common stock have been reserved for issuance over

The option exercise price of any option granted under the 1998 Directors’ Plan may not be less
than the fair market valye of the common stock on the date of grant of the option. Upon the effective
date of the 1998 Directors’ Plan, each non-employee director of the Company was granted options to
purchase 8,500 shares of common stock, subject to certain adjustments. On December 31,1998, options
to purchase 1,500 shares of common stock vested for each director; if he or she continues to serve as a
director for the entire calendar year ending December 31, 1999, options to purchase 3,500 shares of
common stock will vest; and if he or she continues to serve as a director for the entire calendar year
ending December 31, 2000 and 2001, respectively. Notwithstanding the foregoing, in the event of a
change in control of the Company (as defined in the 1998 Directors’ Plan), each outstanding option
under the 1998 Directors’ Plan vests immediately. In addition, in the event of a change in control of
the Company, the Administrative Committee (or the board of directors in the absence of such a
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such options (in the event of a tender offer for the securities of the Company) or the fair market valye
of the stock on the date of cancellation; and (iii) make any other adjustments or amendments to the
outstanding options,

Each option granted under the 1998 Directors’ Plan shall expire not more than five years from the
date of grant, The 1998 Directors’ Plan terminates on December 31, 2000, unless earlier terminated in
the discretion of the Administrative Committee (or the board of directors in the absence of such a
Committee),

1998 1997 1996
Weighted Weighted Weighted
Exeretes Exercls Exercte
Shares Price Shares Price Shares Price
Outstanding, Beginning of year ... ., 1,089,670 $1.67 285,730 1.68 — § —
Options granted ...~ . ' " 240,000 5.70 900,900 1.68 285,730 1.68
Options forfeited .., .~ 1 """ (59,989) 256 (73,860) 1.81 — —
Options exercised ... . /' """ (638,988) 137 (23,100) 1.65 — —
Outstanding, end of year.. .. . .. ... 630,693  $3.43 1,089,670  $1.67 285,730  $1.68
Options exercisable, end of year ... 396,193 ’ 489,670 26,500

For purposes of applying SFAS No. 123, the fair valye of each option granted is estimated on the
date of the grant using the Black-Scholes method with the following weighted-average assumptions:

1998 1997 1996
Rugoend per share ... $ 000 s 000 § 0.00 /
Risk-free interest fate T 5.50% 6.0% 6.16%
Expected life of options ... Lol Syears § years S years
Weighted-average fair value of options granted . , ., . . . $ 519 § 129 $ 190

1998 1997 1996
Net loss:
Asreported ..., . . . $(10,668,802) 3 {4,152,853) s (2,342,571)
Proforma ........ ... ... $(11,825,776) 3 (4921500) s (2,416,829)
Net loss per common share:
Asteported ... . . 3 (1.39) 3 0.79) s (1.03)
Proforma ... .. . .. . . 3 (1.54) s 0.93) s (1.05)
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Options Outstanding Options Exercisable
Weighted.-

Average Weighted- Weighted.

Remaining Average Average

Range of Number Contractual Exercise Number Exercise
Exercise Prices Outstanding Life Price Exercisable Price

$0.40—2.75 - 490,193 4.08 years $ 233 396,193 $ 212

$7.25—7.63 130,500 5.00 years $ 74 — 5§ —

$10.19 10,000 5.00 years $ 10.19 — $§ —

One nonqualified stock option to purchase 25,000 shares at $0.40 per share Was granted under the
Employee plap in 1997. This option vested immediately. Compensation of $40,000 relating to thig
option was recorded to ¢ompensation °Xpense in 1997, The femaining Employee Plap options above

401(k) Plan

The Board of Directors has approved a 401(k) Savings and Retirement Pap that covers
substantiaily aj) employees effective January 16, 1998. The Company’s contributions to the Plan will pe
determined annually by the Board of Directors. For the year endeq December 31, 1998 the Company
recorded the fajr value of the €ommon stock contributed to the 401(k) plan of $67,418 as expense,

NOTE 1o0: ACQUIS[TIONS

On June 5, 1998, the Company acquired all of the outstanding commop stock of Infohiway Inc.
Infohiway Inc. has developed a Search engine which the Company believes hag unique data searching
features. The Company issyed 150,000 shares of common stock valued at $1,335,000.

On June 30, 1998 the company acquired aj of the outstanding common stock of Application
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Company’s common stock valued at $450,000.

On November 20, 1998 the Company, acquired all of the outstanding capital stock of Internet
Now, a Phoenix based ISP. The Company paid cash of $150,000 and issued 171,250 shares of the
Company’s common shares valued at $1,691,000.

On December 4, 1998 the Company acquired certain assets and liabilities of DataXchange
Network, an Internet backbone network provider. As consideration the Company issued 410,000 shares
of the Company’s common stock valued at $4,300,000. In addition, up to 250,000 shares of the
Company’s common stock and 410,000 warrants to purchase the Company’s common stock may be
issued upon the achievement of certain financial thresholds,

Results of acquired entities are included in the Company’s Operations upon the acquisition date.

1998 1997
NevsEles $ 15,475,000 $11,093,000
Nrloss . $(10,997,000) $(4,998,000)
Netloss per share ... /11T $ (1.23) s 0.77)

NOTE 11: RELATED PARTY TRANSACT IONS

Effective October 1, 1997, the Company issued and sold to the Chief Executive Officer,
Mr. Douglas H. Hanson, 1,225,000 shares of Common Stock for a purchase price of $2,450,000, or
$2.00 per share. As the result of the transaction, Mr. Hanson also became the Company’s President,
Chief Executive Officer, and Chairman of the Board of Directors,

The Company agreed to issue to Mr. Hanson warrants (the “Warrants”) to purchase 4,000,000
(3,950,000 unexercised at December 31, 1998) shares of common stock for an exercise price of $1.90
per share, subject to adjustment, and the Company granted him incentive stock options to purchase



T ROCKY MOUNTAIN lNTERNE’I; INC,
NOTES 1o co

Agreement and Irrevocable Proxy with M. Dimoff and sjx other stockholders Pursuant to whicp
Mr. Hapsop obtained the right to vote certain shares of Common Stock beneﬁciaﬂy owned by
Mr. Dimoff and such other Stockholders,

Pursuant to 3 Stock Purchase Agreement among Mr, Hanson, Christopher K. Phillips, Jim D,
Welch, and Kevin R, Loud, dated as of October 1, 1997, Mr. Hanson purchased 50,000 shares, 50,000

ownership share of The Informatiop Exchange ang Nancy Phillips, Vice President of Operations of
MI at the time held 3 31% share of The Informatiop Exchange, RMI issued 52,723 shares of

the Waiver and Release ang the remainder was payable in nine equal monthly instaliments on the first

effective March ¢, 1998 no further Severance Payments were dye him and pjg agreement not to
Compete js terminated,

In February 1997, the Company entered intg 3 negotiated agreement with Jim D. Welch, ap officer
and a shareholder of the Company, wherein the Company agreed to purchase 90,000 shares of the

In August 1998, Mr. Hanson Joapeq $400,000 to the Company for various working capita] needs,
on October 20, 1998 pe loaned another $400,000 for working capita] nNeeds and ip November 1998




ROCKY MOUNTAIN INTERNET, INC.,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 11: RELATED PARTY TRANSACTIONS (Continued)
Mr. Hanson loaned an additiona] $200,000 for working capital needs, Such loans were consolidated and

In September 1998, the Company entered into a Software License and Consulting Services
Agreement (the “Novazen Agreemem”) with Novazen Inc, (“Novazen”) to provide the Company
proprietary billing software tailored to its business, As consideration for the consulting services to be

i id $100,000 in cash and issued to Novazen 25,000 share of its
Common Stock. Subsequent to the date of the Novazen Agreement, Kevin R. Loud, an officer of the
Company, purchased 38,000 shares of Novazen common stock for $1.60 per share,

NOTE 12: ADDITIONAL CASH FLOW INFORMATION

Noncash Investing and Financing Activities — 198 1397 1%
Capital lease obligations incurred for equipment ..., . . . . . $ 310287 $273,859 $1,672,244
Common stock issued 10 purchase software . ... . . . """ 302,750 — —
Accrual of preferred stock dividend ..., [TTTTTTTT 33,333 — —
Long-term debt converted to common stock. ... ... ... . —_ — 490,000
Common stock issued in connection with acquisitions . ., . ., . . . 12,715,126 306,947 127,885
o e — 32,310 —
Additional Cash Payments Information

Interest paid $ 296,293 $396,731 s 159,007

NOTE 13: SUBSEQUENT EVENTS

On February 2, 1999, the Company acquired all of the outstanding common stock of the
August Sth Corporation, d/b/a Dave’s World, an linois corporation headquartered in Bloomington,
Illinois (“Dave’s World”), pursuant to which Dave’s World merged with and into the Company. .
Pursuant to the terms of the Merger Agreement, the Company provided the shareholders of Dave’s
World, in the aggregate, approximately 33,000,000, payable in shares of Common Stock of the
Company.
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ROCKY MOUNTAIN INTERNET, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 13; SUBSEQUENT EVENTS (Continued)

On February s, 1999, the Company acquired Substantially all of the assets of ImageWare
Network Services, LL.C, an Alabama limited liability company (“CNS”), pursuant to the terms of ap
Asset Purchase Agreement, ImageWare and CNS were affiliated telecommunications services

that the Company would purchase the assets of the two related companies for approximately $565,000,
payable in the form of restricted common stock of the Company, and would assume certain liabilities of
the related companies,

NOTE 14: SEGMENT INFORMATION

1998 1997 1996

Net Sales: )
Commantions ..o $ 2,112,561 $ 1,051,114 § 420,049
Communication Services ... 7,974,449 5,075,997 2,861,530
o Net Sales .. $10,087,010 s 6,127,111 § 3,281,579
Cost of Goods Sold:
Commions . $ 50589 b — 5,142
Communication Services LI 3,470,933 M M
OGS $ 3,521,522 3 2,060,315 § 1,103,667
SG&A:
Commamons <o $ 3,163,245 $1,196220 251,392
Communication Services .l 6,020,787 5,783,997 3,933,508
DSGRA $ 9184032 3 6,980,217 $ 4,184,900
Operating Income (Loss) Before

Depreciation and Amortization;
Commamons <o 5(1,101,273) 3 (145106) § 165,515)
Communication Services I (L5 17,271) (2,768,315) (2,170,503
Total Operating Income Loss). o 5(2,618,544) $(2,913,421) $(2,006,988)
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SCHEDULE II--VALUATION AND QUALIFYING ACCOUNTS
Allowance for Doubtfus Accounts

Balance Charged Balance
At to At
Beg(nning Cost and End_ of
Description of Period Expenses Deductions Period
Year Ended December LIS L $176,000 $248,000 $159,000 $265,000
Year Ended December SLIse7 $115,000 $188,000 $127,000 $176,000
Year Ended December SLasgs L. $ 6,000 $112,000 ¢ 3,000 $115,000

ITEM 9, CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE,

On December 14, 1998 the Company fileq a report on Form 8-K under Item 4 that announced
that the Company hag replaced Baird, Kurtz & Dobson (“BKD") a5 jts independent auditor with
Ernst & Young, LLP (“E&Y”). BKD’s Teports on the Company’s financial Statements for each of the
Past two fiscal years did not contajn an adverse opinion or a disclaimer of Opinion, nor wag either
T€port modified as ¢o uncertainty, audit Scope or accounting Pprinciples. During the Company’s two most
Tecent fiscal years ang the subsequent interim period preceding the date of the change in independent
auditor, there were no disagreements with BKD op any matter of accounting principles or Practices,
financial Statement disclosure or auditing SCope or procedure, BKD has furnished the Company with a

letter addressed tg the Securities and Exchange Commission Stating that BKD agrees with the
Statements above,

During the Past two fiscal years and the subsequent interim perjod preceding the date of the
change in independent auditor, the Company has not consulted E& Y fegarding the application of
accounting principles to a specific completed or contemplated transaction or the type of audit Opinion
that might be rendered on the Company’s financial Statements,

The change is subject to Tatification by the Company’s shareholders a¢ the 1999 annyaj meeting of
Stockholders,
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- PART 1v

ITEM 14, EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 3.k,
(a) Documents filed as 2 part of this report:
(1) Financial Statements

)

Report of Independent Auditors—Erpg; & Young LLp

Report of Independent Auditors—Baird, Kurtz and Dobson

Consolidated Balance Sheets as of December 31, 1998 angd 1997

Consolidated Statements of Operations for the Years Ended
December 31, 1998, 1997 and 1994

Consolidated Statements of Stockholders’ Equity for the Years Ended
December 31, 1998, 1997 and 1996

Consolidated Statements of Cash Flows for the Years Ended
December 31, 1998, 1997 and 1996

Summary of Accounting Policies

Notes to Consolidated Financial Statements

Financial Statement Schedules:
Schedule II—Valuation ang Qualifying Accounts

All other schedules have been omitted because the required informatiog is included in the
consolidated financi Statements or the notes, thereto, or ig not applicable or required,

(2) Item 4—Changes in Registrant’s Certifying Accountant, dated December 9, 1998, and
filed with the Securities Exchange Commission December 10, 1998. On December 9,
1998, the Registrant replaced Baird, Kurtz & Dobson as ijts independent auditor with

a disclaimer of opinion, nor wag either report modified as to uncertainty, audit scope or
accounting principles. There were no disagreements with Baird, Kurtz & Dobson on any

(3) Item 2—4
Securities



4

©)

Network, Inc, a Florida corporation, Consideration for the assets acquired was comprised
of up to 535,000 shares of the Registrant’s common stock, 410,000 of which were issued
at closing, and warrants to purchase Up 10 535,000 shares of the Registrant’s common
stock, 410,000 of which were issued at closing. The remaining 125,000 shares of commop
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(¢) Exhibits:

Exhibit
Number
—

2.01

3.01
3.02
3.03

3.04
4.01

4.02
4.03
4.04
4.05
4.06
4.07
4.08

4.09
4.10
4.11
4.12
4.12.1
4.12.2
4.13
4.14
4.15
4.16
4.17
4.18
4.19
10.01
10.02

10.03
10.04

10.05
10.06

Form of Lock-Up Agreement for Preferred Stodcholders(l)

Form of Lock-Up Agreement for Debenture Holders(l)

Form of Stock Ceniﬁcate( 1)

Form of Warrant Cern‘ﬁcate(l)

Warrant Agreement between Rocky Mountain Internet, Inc, and Douglas 4. Hanson dateg
October 1, 1997(8)

1996 Employees’ Stock Option Plan(6)

1996 Non-Employee Directors’ Stock Option Plan(6)

Rocky Mountain Internet Inc, 1997 Non-Qualified Stock Option Plan(7)

1997 Stock Option Plan(9) -

Subscription Agreement, dated as of December 10, 1998, by and between Rocky Mountain

Ltd., Wharton Capital Partners Ltd,, Leslie Bines, and Neidiger Tucker Bruner Inc.(15)
Form of Registration Rights Agreement between Rocky Mountain Internet, Inc. and (i) Koch
. > s

Form of Registration Rights Agreement between Rocky Mountain Internet and (1) Wharton
Capital Partners Ltd.; (ii) Leslie Bines; and (iid) Neidiger Tucker Bruner Inc.(15)




Exhibit .
Yumber Description of Document

1007  Asset Purchase Agreement for On-Line Network Enterprises(4)

10.08 1996 Incentive Compensation Plan—Annual Bonus Incentive(4)

10.09 1997 Incentive Compensation Plan—Annya] Bonus Incentive(4)

10.10 Termination Agreement of joint venture between Rocky Mountain Internet, Inc. ang Zero

10.11 Private Placement Memorandum(S)
10.12 Carrier Services Switchless Agreement Between Frontier Comrnum'cations of the West, Inc.
)

10.13 Wholesale Usage Agreement Between PSINet Inc. and Rocky Mountain Internet, Inc.**(15)
10.14 PacNet Reseller Agreement between PacNet Inc. and Rocky Mountain Internet, Inc.**(15)
10.15 Operating Agreement of The Mountain Area EXchange LLC(15)

10.16 Software License and Consulting Services Agreement Between Rocky Mountain Internet, Inc,

10.19 Merger Agreement among Rocky Mountain Internet, Inc,, RMI-INT, Internet Now,
. K ; .

10.20 Asset Purchase Agreement between Rocky Mountain Internet, Inc. and Unicom

10.21 Asset Purchase Agreement among Rocky Mountain Internet, Inc., Stonehenge Business

10.22 Commitment Jetter dated December 10, 1998 from Advantage Fund Ltd. to Rocky Mountain

Internet, Inc.(15)

10.23 Agreement and Plan of Merger dated February 2, 1999 by and between Rocky Mountain

Internet, Inc, and August Sth Corporation, dby/a Dave’s World(17)
Asset Purchase A

10.24 greement by and among Rocky Mountain Intemet, Inc., ImageWare

Technologies, L.L.C, and Communication Network Services, LLC.(x17)

16.01 Letter re change in certifying accountant(3)

16.02 Letter re change in certifying accountant(14)

21.01 Subsidiaries of the Registrant *

23.01 Consent of Ernst & Young LLp * :

2302 Consent of Baird, Kurtz & Dobson* '
27.01 Financial Data Schedule *

M

ey

©))
4)

(5)

Incorporated by reference from the Registrant’s Quarterly Report on Form 10-QSB for the quarter
ended September 30, 1996,
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®) Incorporated by refere

&) Incorporated by reference to the Definitive Proxy Statement (Appendix
on February 13, 1998,

(10) Incorporated by reference to the Definitive Proxy Statement (Appendix
on February 13, 1998,

(11 Incorporated by refer

B) filed on Schedule 144
e€nce to the Definitive Proxy Statement (Appendix
on February 13, 1998,

C) filed on Schedule 14A
(12) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated November 20,
1998.

(13) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated December 8,
1998,

(14) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated December 9,
1998, -

-K dated December 10,
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Rocky Mountam INTERNET, INc.
a Delaware corporation

By: /s/ DoucLas H. Hanson

Name: Douglas H. Hanson

Title: Chief Executive Officer and Chairman of
the Board of Directors (Principal
Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, report has been signed
below by the following persons in the capacities and on the dates indicated:

NAME TITLE DATE

——— ————

Chief Executive Officer and

/s/ Douclras H. HaNson Chairman of the Board of
Douglas H. Hanson Directors (Principal March 30, 1999
Executive Officer)

Chief Financia] Officer and

PETER J. Kustagr Treasurer (Principal
~Le Financial Officer ang March 30, 1999
W

Principal Accounting
Officer)
YB VITALE . . . )
/S/ MARY BETH - AL President, Chief .Operatmg March 30, 1999
W Officer and Director . _
D.D. Hock
& D.D. Hock —— Director March 30, 1999
/s/ ROBERT §, GRABOWSsK]
Di March 30, 1999
Robert S. Grabowski trector arc
WIS J. SILVERBERG
Bl Lewss 1. § Director March 30, 1999

Lewis J, Silverberg
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Exhibit

Number
—_

201

3.01
3.02
3.03

- - 3.04

4.01

4.02
4.03
4.04
4.05
4.06
4.07
4.08

4.09
4.10
4.11
4.12
4.12.1
4122
4.13
4.14
4.15
4.16
4.17
4.18
4.19
10.01
10.02

10.03
10.04

10.05
10.06

b EXHIBIT INDEX

Certificate of Incorporau'on(l)

Bylaws of Rocky Mountain Internet, Inc.(1)

Certificate of Amendment of Certificate of Incorporation of Rocky Mountain Internet,
Inc.(16)

Certificate of Designations of Series B Convertibls Pireferred Stock(16)

Form of Warrant Agreement dated September 5,199¢ between Rocky Mountain Internet, Inc,
and American Securities Transfer, Inc.(1)

Form of Subordinated Convertible Promissory Note(1)

Form of Lock-Up Agreement for Common Stockholders(l)

Form of Lock-Up Agreement for Preferred Stockholders(l)

Form of Lock-Up Agreement for Debenture Holders(1)

Form of Stock Certificate(1)

Form of Warrant Certificate(1)

Warrant Agreement between Rocky Mountain Internet, Inc. and Douglas H. Hanson dated
October 1, 1997(8)

1996 Employees’ Stock Option Plan(6)

1996 Non-Employee Directors’ Stock Option Plan(6)

Rocky Mountain Internet Inc, 1997 Non-Qualified Stock Option Plan(7)

1997 Stock Option Plan(9)

Subscription Agreement, dated as of December 10, 1998, by and between Rocky Mountain
Internet, Inc. and Advantage Fund II Ltd.(15)

Form of Common Stock Purchase Warrant issued to Koch Industries, Inc,, Advantage Fund I
Ltd., Wharton Capital Partners Ltd., Leslie Bines, and Neidiger Tucker Bruner Inc.(15)

Form of Registration Rights Agreement between Rocky Mountain Internet, Inc. and (i) Koch
Industries, Inc.; and (ii) Advantage Fund 1 Ltd.(15)



Exhibit .

Number Description of Document

10.07  Asset Purchase Agreement for On-Line Network Enterprises(4)

10.08 1996 Incentive Compensation Plan—Annual Bonus Incentive(4)

10.09 1997 Incentive Compensation Plan—Annual Bonys Incentive(d)

10.10  Termination Agreement of joint venture between Rocky Mountain Internet, Inc. and Zero
Error Networks, Inc.(5)

10.11  Private Placement Mcmorandum(S)

10.12 Carrier Services Switchless Agreement Between Frontier Communications of the West, Inc.
and Rocky Mountain Broadband, Inc.**(15)

10.13 Wholesale Usage Agreement Between PSINet Inc. and Rocky Mountain Internet, Inc.**(15)

10.14 PacNet Reseller Agreement between PacNet Inc. and Rocky Mountain Intemnet, Inc.**(15)

10.15 Operating Agreement of The Mountain Area EXchange LLC(15)

10.16  Software License and Consulting Services Agreement Between Rocky Mountain Internet, Inc,
and Novazen Inc.**(15)

10.19  Merger Agreement among Rocky Mountain Internet, Inc, RMI-INI, Internet Now,
Hutchinson Persons, Leslie Kelly, Taufik, Islam, Susan Coupal, and Gary Kim, dated
November 20, 1998(12)

1020  Asset Purchase Agreement between Rocky Mountain Internet, Inc. and Unicom

10.21 Asset Purchase Agreement among Rocky Mountain Internet, Inc., Stonehenge Business

10.22 Commitment letter dated December 10, 1998 from Advantage Fund Ltd, to Rocky Mountain
10.23 Agreement and Plap of Merger dated February 2, 1999 by and between Rocky Mountain

I )
1024 Asset Purchase Agreement by and among Rocky Mountain Internet, Inc, ImageWare

16.01 Letter re change in certifying accountant(3)
16.02  Letter re change in certifying accountant(14)
21.01 Subsidiaries of the Registrant*

23.01 Consent of Ernst & Young LLp*

23.02 Consent of Baird, Kurtz & Dobson*

27.01 Financial Data Schedule*

(2) Incorporated by reference from the Registrant’s Quarterly Report on Form 10-QSB for the
quarter ended September 30, 1996.

(4) Incorporated by reference to the Registrant’s Annual Report on Form 10-KSB for the fiscal year
ended December 31, 1996,
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ended June 30, 1997,

(6) Incorporated by reference to the Registrant’s documents filed with the Registrant’s Initial Public
Offering,

(7) Incorporated by reference to the Registrant’s Registration Statement on Form S-8, as filed with
the Securities and Exchange Commission on September 26, 1997.

(8) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated October 6,
1997.

on February 13, 199%.

(10) Incorporated by reference to the Definitive Proxy Statement (Appendix B) filed on Schedule 14A
on February 13, 1998,

(11) Incorporated by reference to the Definitive Proxy Statement (Appendix C) filed on Schedule 14A
on February 13, 1998,

(12) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated November 20,
1998,

(13) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated December 8,
1998.

(14) Incorporated by reference to the Registrant’s Current Report on Form 8-K dated December 9,
1998.
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Verification




VERIFICATION

1, Christopher J. Melcher, hereby declare under penalty of perjury, that I am an officer of
the Applicant in the subject proceeding, and am authorized to make this verification on its
behalf. I have read the foregoing information and know the contents thereof;, and the facts stated

therein are true and correct to the best of my knowledge, information and belief.

Subscribed and sworn to before me this __ day of 1999.
GREGORY P. MOULTON
. NOTARY PUBLIC
A ‘ STATE OF COLORADO
Stary Purli/ —\ My Commission Expires 1/15/2002

My Commission expires:

Tomn 22




